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CONGRESSIONAL  BUDGET  OFFICERS  ANALY- 
SIS OF  THE  PRESIDENT'S  HEALTH  CARE 
REFORM  PROPOSAL 


TUESDAY,  FEBRUARY  8,  1994 

House  of  REPRESE^^TATIVES, 

Committee  on  Ways  and  Means, 

Washington,  D.C. 
The  committee  met,  pursuant  to  call,  at  2  p.m.,  in  room  1100, 
Longworth  House  Office  Building,  Hon.  Dan  Rostenkowski  (chair- 
man of  the  committee)  presiding. 

[The  press  releases  announcing  the  hearing  follow:] 


(1) 


FOR  IMMEDIATE  RELEASE  PRESS  RELEASE  #2  0 

WEDNESDAY,  JANUARY  12,  1994  COMMITTEE  ON  WAYS  AND  MEANS 

D.S.  HOUSE  OF  REPRESENTATIVES 
1102  LONGWORTH  HOD8E  OFFICE  BLDG. 
WASHINGTON,  D.C.  20515 
TELEPHONE:    (202)  225-1721 


THE  HONORABLE  DAN  R08TENK0WSKI  (D. ,  ILL.),  CHAIRMAN, 

COMMITTEE  ON  WAYS  AND  MEANS,  D.S.  HOUSE  OF  REPRESENTATIVES, 

ANNOUNCES  A  HEARING  ON 

THE  CONGRESSIONAL  BUDGET  OFFICE'S  ANALYSIS  OF 

THE  PRESIDENT'S  HE7VLTH  CARE  REFORM  PROPOSAL 


The  Honorable  Dan  Rostenkowski  (D. ,  111.),  Chairman,  Committee 
on  Ways  and  Means,  U.S.  House  of  Representatives,  today  announced  a 
hearing  on  the  Congressional  Budget  Office's  analysis  of  the 
President's  health  care  reform  proposal,  H.R.  3600.   The  hearing  will 
be  held  on  Tuesday,  February  1,  1994,  beginning  at  10:00  a.m.,  in  the 
main  Committee  hearing  room,  1100  Longworth  House  Office  Building. 

In  announcing  the  hearing,  Mr.  Rostenkowski  stated:  "Confidence 
in  the  estimates  of  the  impact  of  health  care  reform  on  public  and 
private  health  spending  is  crucial  to  the  successful  passage  of  the 
President's  proposals  on  health  care  reform.   We  have  all  looked 
forward  to  CBC s  impartial  review  of  this  legislation  so  that  we  can 
get  down  to  work.   No  testimony  is  more  important  to  our 
deliberations  on  health  care  reform." 

The  Committee  will  receive  testimony  from  Dr.  Robert  Reischauer, 
Director  of  the  Congressional  Budget  Office.   Dr.  Reischauer  will  be 
the  only  witness  at  this  hearing.   However,  any  individual  or 
organization  may  submit  a  written  statement  for  consideration  by  the 
Committee  and  inclusion  in  the  printed  record  of  the  hearing. 

BACKGROUND 

H.R.  3600,  the  Health  Security  Act,  includes  a  variety  of 
provisions  that  would  change  both  public  and  private  spending  for 
health  care  services.   According  to  Administration  estimates,  the 
total  impact  on  Federal  spending  would  be  a  net  reduction  in  spending 
of  $58  billion  over  the  six-year  period  ending  in  the  year  2000. 

The  Health  Security  Act  would  provide  for  $520  billion  in  new  or 
redirected  spending  through  the  year  2000.   This  includes: 
$349  billion  in  subsidies  for  premiums  related  to  low-income  persons, 
retirees,  and  employers;  $31  billion  in  spending  for  various  public 
health  initiatives,  including  funding  for  start-up  costs  and  payments 
for  graduate  medical  education;  $66  billion  for  a  new  Medicare 
benefit  for  prescription  drugs;  $65  billion  for  home  and  community 
based  long-term  care  services;  and  $10  billion  to  provide  for  a 
100-percent  deduction  for  health  insurance  premiums  for  the 
self-employed . 

The  cost  of  this  spending  would  be  offset  through  a  variety  of 
policies  to  reduce  projected  public  spending.   These  include: 
$189  billion  in  reductions  in  spending  on  Medicare  and  Medicaid; 
$188  billion  in  offsets  to  the  premium  subsidies  related  to  coverage 
of  certain  Medicare  and  Medicaid  individuals  in  private  plans;  and  a 
$157  billion  net  impact  on  revenues,  including  the  effects  of  an 
increase  in  the  tobacco  tax. 


(MORE) 


DETAILS  FOR  80BMI8SI0N  OF  WRITTEN  COMMENTS; 

Individuals  and  organizations  submitting  written  statements  for 
the  printed  record  of  the  hearing  should  submit  six  (6)  copies  by  the 
close  of  business  on  Tuesday,  February  15,  1994,  to  Janice  Mays, 
Chief  Counsel  and  Staff  Director,  Committee  on  Ways  and  Means,  U.S. 
House  of  Representatives,  1102  Longworth  House  Office  Building, 
Washington,  D.C.  20515.   If  those  filing  written  statements  for  the 
printed  record  of  the  hearing  wish  to  have  their  statements 
distributed  to  the  press  and  interested  public,  they  may  provide 
200  additional  copies  to  the  Committee  office,  1102  Longworth  House 
Office  Building,  before  the  hearing  begins. 

FORMATTING  REODIREMENTS; 

Each  statement  presented  for  printing  to  the  Committee  by  a  witness,  any  written  statement  or  exhibit  submitted 
for  the  pnnted  record,  or  any  written  comments  in  response  to  a  request  for  written  comments  must  conform  to  the 
guidelines  listed  below    Any  statement  or  exhibit  not  in  compliance  with  these  guidelines  will  not  be  printed,  but  will  be 
maintained  in  the  Committee  files  for  review  and  use  by  the  Committee 

1  All  statements  and  any  accompanying  exhibits  for  printing  must  be  typed  in  single  space  on  legal-size  paper  and 
may  not  exceed  a  total  of  10  pages 

2  Copies  of  whole  documents  submitted  as  exhibit  material  will  not  be  accepted  for  printing    Instead,  exhibit 
material  should  be  referenced  and  quoted  or  paraphrased    All  exhibit  material  not  meeting  these  specifications 
will  be  maintained  in  the  Committee  files  for  review  and  use  by  the  Committee 

3.     Statements  must  contain  the  name  and  capacity  in  which  the  witness  will  appear  or.  for  written  comments,  the 
name  and  capacity  of  the  person  submitting  the  statement,  as  well  as  any  clients  or  persons,  or  any  organization 
for  whom  the  witness  appears  or  for  whom  the  statement  is  submitted 

4  A  supplemental  sheet  must  accompany  each  statement  listing  the  name,  full  address,  a  telephone  number  where 
the  v/itness  or  the  designated  representative  may  be  reached  and  a  topical  outline  or  summary  of  the  comments 
and  recommendations  m  the  full  statement    This  supplemental  sheet  will  not  be  included  in  the  printed  record 

The  above  restnctions  and  limitations  apply  only  to  material  being  submitted  for  printing    Statements  and  exhibits  or 
supplementary  material  submitted  solely  for  distribution  to  the  Members,  the  press  and  public  during  the  course  of  a  public 
hearing,  may  be  submitted  in  other  forms 


•••  NOTICE — CHANGE  IN  DATE  AND  TIME  *** 

FOR  IMMEDIATE  RELEASE  PRESS  RELEASE  #2  0-REVISED 

MONDAY,  JANUARY  24,  19  9  4         COMMITTEE  ON  WAYS  AND  MEANS 

n.S.  HOUSE  OF  REPRESENTATIVES 
1102  LONGWORTH  HOUSE  OFFICE  BLDG. 
WASHINGTON,  D.C.   20515 
TELEPHONE:    (202)  225-1721 

THE  HONORABLE  DAN  R0STENK0W8KI  (D. ,  ILL.),  CHAIRMAN, 

COMMITTEE  ON  WAYS  AND  MEANS,  U.S.  HOUSE  OF  REPRESENTATIVES, 

ANNOUNCES  A  CHANGE  IN  DATE  AND  TIME  FOR  THE  HEARING  ON 

THE  CONGRESSIONAL  BUDGET  OFFICE'S  ANALYSIS  OF 

THE  PRESIDENT'S  HEALTH  CARE  REFORM  PROPOSAL 

The  Honorable  Dan  Rostenkowski  (D. ,  111.,),  Chairman,  Committee 
on  Ways  and  Means,  U.S.  House  of  Representatives,  announced  today  that 
the  hearing  on  the  Congressional  Budget  Office's  analysis  of  the 
President's  health  care  reform  proposal,  H.R.  3600,  scheduled  for 
Tuesday,  February  1,  1994,  beginning  at  10:00  a.m.,  has  been 
rescheduled  for  Tuesday.  February  8.  1994.  beginning  at  2; 00  p.m.   The 
hearing  will  be  held  in  the  main  Committee  hearing  room, 
1100  Longworth  House  Office  Building. 

All  other  details  for  the  hearing  remain  the  same.   (See  press 
release  #20,  dated  January  12,  1994.) 


Chairman  RosTE^^KOWSKI.  The  committee  will  come  to  order. 

I  know  that  we  don't  have  enough  seats  for  everyone  and  it 
might  be  uncomfortable,  but  I  would  like  to  conduct  these  proceed- 
ings in  as  quiet  an  atmosphere  as  possible,  and  I  hope  our  guests 
take  that  into  account. 

The  committee  will  come  to  order. 

Today  the  committee  continues  its  hearings  on  the  President's 
health  care  reform  plan,  H.R.  3600,  the  Health  Security  Act.  Our 
witness  today  is  Dr.  Robert  Reischauer,  the  Director  of  the  Con- 
gressional Budget  Office  who  will  present  CBO's  cost  estimates  of 
the  bill. 

H.R.  3600,  the  Health  Security  Act,  is  a  bold  and  comprehensive 
plan  for  reforming  the  health  care  system  and  controlling  its  spiral- 
ing  costs.  The  President  has  made  clear  his  intention  that  any  re- 
form must  be  fully  and  fairly  financed. 

We  all  agree  on  the  need  to  contain  the  spiraling  growth  in 
health  care  costs.  We  also  agree  that  this  must  be  done  in  a  fiscally 
responsible  manner.  With  the  information  Dr.  Reischauer  will 
share  with  us  this  afternoon,  we  are  ready  to  get  down  to  work  to 
make  these  goals  a  reality. 

I  would  like  to  yield  at  this  time  to  the  minority,  Mr.  Bill  Archer. 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 

Welcome,  Bob  Reischauer,  to  the  hot  seat.  I  don't  envy  you  this 
task.  What  you  are  about  to  say  is  probably  going  to  ruin  someone's 
day,  at  least  it  looks  like  it  might  be  at  the  other  end  of  Pennsylva- 
nia Avenue  rather  than  on  Main  Street. 

The  huge  economic  stakes  associated  with  health  care  reform 
were  understood  yesterday  when  the  administration  left  the  vast 
bulk  of  its  health  plan  out  of  the  President's  budget  submission  to 
Congress.  He  and  his  advisors  had  an  obvious  bias  in  presenting 
it  that  way  and  you  don't.  That  is  why  your  testimony  here  today 
is  very  important.  Yours  is  a  nonpartisan  shop  whose  scorekeeping 
the  President  himself  has  insisted  that  we  use  on  budgetary  issues. 

I  am  personally  confident  that  your  conclusions  are  your  own  and 
that  you  don't  allow  yourself  to  be  unduly  influenced  by  outside 
forces.  I  think  those  of  us  who  have  served  on  this  committee  dur- 
ing your  tenure  as  CBO  Director  respect  your  integrity  and  inde- 
pendence, and  that  is  certainly  not  to  say  that  I  might  not  disagree 
with  you  from  time  to  time. 

While  the  budgetary  scoring  of  the  plan  is  the  most  controversial, 
CBO's  other  analyses  of  H.R.  3600  will  also  become  important 
yardsticks  for  competing  plans  that  Congress  will  consider.  Hope- 
fully, we  will  have  time  to  explore  that  area. 

The  administration  has  proposed  a  massive  new  entitlement  pro- 
gram, and  you  mention  that  in  your  testimony,  but  it  dares  not 
show  the  full  cost  in  its  own  budget.  The  numbers  would  reveal  the 
truth  that  this  is  not  a  market-driven  solution.  It  is  a  massive 
intervention  by  the  Federal  Government. 

The  President  is  telling  the  American  people  to  take  a  chance 
and  risk  far  more  than  most  are  willing  to  in  order  to  solve  our 
health  care  problems.  He  is  risking  the  quality  and  availability  of 
our  Nation's  medical  care  with  his  global  budgets  and  intervention 
in  the  medical  delivery  system. 


He  is  risking  a  parent's  right  to  see  the  doctor  that  he  or  she 
wants  and  get  the  insurance  coverage  that  is  best  for  his  or  her 
family. 

And  now  I  fear  President  CHnton  is  risking  the  Nation's  Treas- 
ury by  not  making  his  new  system  accountable  to  the  Federal 
budget,  and  that  is  where  your  input  is  so  important.  Soon  we  will 
be  hearing  a  lot  of  arcane  budgetary  arguments  about  how  to  ac- 
count for  health  reform.  That  is  important  from  a  technical  budg- 
etary standpoint  but  it  is  also  important  that  we  understand  how 
the  American  people  perceive  all  of  this  from  the  standpoint  of 
their  own  lives. 

They  know  that  they  and  their  employers  will  be  compelled  by 
Federal  law  to  pay  for  the  insurance,  and  that  is  the  same  thing 
as  a  payroll  tax  like  the  ones  they  pay  for  Social  Security  and  Med- 
icare. They  also  know  that  a  promise  of  health  care  that  is  always 
there  made  by  the  Federal  Grovernment  is  simply  entitlement 
spending. 

The  Federal  Government  can't  dictate  the  benefit  package,  set 
the  rates,  regulate  the  State  alliances,  impose  Federal  cost  controls 
and  then  pretend  it  really  isn't  a  Federal  program.  In  the  end,  the 
Federal  Grovernment  will  be  libel  for  vast  amounts  of  money  going 
in  and  out  of  the  system. 

If  there  is  one  thing  we  should  have  learned  by  now,  it  is  that 
the  time  to  control  costs  is  at  the  inception  of  a  program.  How  can 
we  ever  hope  to  do  it  if  the  administration  ignores  the  costs  at  the 
start? 

This  isn't  a  case  of  the  emperor  having  no  clothes.  It  is  a  case 
of  having  too  many.  A  multitude  of  disguises  to  hide  the  plain 
budgetary  truth  about  the  President's  plan. 

In  my  opinion,  if  we  can  put  the  Federal  Grovernment's  true  cost 
in  the  budget  for  all  to  see,  then  we  should  not  put  the  law  on  the 
books  without  it. 

I  look  forward  to  your  testimony.  Dr.  Reischauer,  to  help  us  clar- 
ify some  of  these  issues.  If  you  have  to  ruin  someone's  day,  it  is 
far  better  to  do  that  now  than  later. 

We  need  some  truth  in  packaging.  The  American  people  are 
being  asked  to  take  an  enormous  chance  by  following  the  Presi- 
dent's recommendations  to  completely  restructure  our  country's 
health  care  system.  They  deserve  to  know  the  budgetary  and  eco- 
nomic consequences  as  well  as  its  impact  on  their  own  health  care 
before  taking  this  leap  into  a  business  of  regulation  and  govern- 
ment control  over  such  an  important  part  of  their  lives. 

I  look  forward  to  your  testimony. 

Chairman  Rostenkowski.  Dr.  Reischauer,  welcome  again  to  the 
committee.  As  you  can  see,  it  is  a  nice  way  to  start  the  day. 

Before  you  begin  your  testimony,  I  would  like  to  take  this  oppor- 
tunity to  thank  you  and  your  staff  for  your  work  over  the  past  3 
months  on  estimating  the  costs  of  this  proposal.  This  has  been  a 
very  long  and  difficult  and  probably  thankless  task  but  we  appre- 
ciate what  you  have  done. 

Doctor,  you  may  proceed. 


STATEMENT  OF  ROBERT  D.  REISCHAUER,  PH.D.,  DIRECTOR, 
CONGRESSIONAL  BUDGET  OFFICE 

Mr.  REISCHAUER.  Mr.  Chairman  and  members  of  the  committee, 
I  am  here  to  share  with  you  CBO's  analysis  of  the  administration's 
health  reform  proposal.  I  apologize  for  the  fact  that  I  have  not 
given  you  a  prepared  statement  and  that  I  was  unable  even  to  pro- 
vide you  with  advance  copies  of  the  report  we  are  releasing  today, 
but  we  quite  literally  finished  at  2  a.m.  this  morning  and  our  copy- 
ing machine  has  been  running  steadily  ever  since. 

CBO's  analysis  deals  with  three  aspects  of  the  administration's 
proposal:  First,  its  financial  effects  (that  is,  the  likely  impact  of  the 
proposal  on  national  health  expenditures  and  the  Federal  budget); 
second,  the  possible  effects  of  the  proposal  on  the  Nation's  economy; 
and  third,  the  question  of  the  appropriate  budgetary  treatment  of 
the  new  system's  fiscal  flows. 

Before  summarizing  CBO's  findings,  I  would  like  to  emphasize 
three  cautionary  points  that  relate  to  the  inevitable  limitations  of 
our  analysis,  and  for  that  matter,  of  other  similar  analyses. 

The  first  of  these  is  the  great  uncertainty  that  surrounds  all  esti- 
mates of  this  proposal  and  estimates  of  other  systemic  reform  ini- 
tiatives. The  administration  has  put  forward  the  most  far-reaching 
piece  of  social  legislation  since  President  Roosevelt  proposed  the 
Social  Security  Act  some  60  years  ago. 

If  it  is  implemented  as  envisioned,  the  behavior  of  consumers 
and  health  care  providers  will  be  altered  by  new  incentives.  New 
institutions  will  be  created  and  old  ones  will  be  given  significant 
new  responsibilities.  Available  data  and  methodological  techniques 
and  our  underlying  knowledge  of  how  the  health  care  system  works 
are  not  adequate  for  estimating  the  effects  of  this  legislation  with 
a  great  deal  of  precision. 

The  second  cautionary  point  that  I  must  emphasize  is  that  it  will 
take  some  time  for  the  full  consequences  of  the  proposed  system  to 
play  themselves  out.  The  complete  structure  will  not  be  in  place  for 
a  decade. 

For  example,  new  dental  and  mental  health  benefits  will  begin 
in  the  year  2001.  State  and  local  governments  will  first  be  eligible 
for  employer  subsidies  in  2002.  The  tax  status  of  certain  employer- 
paid  premiums  will  change  after  2003. 

Subsidies  to  large  corporations  that  do  not  create  corporate  alli- 
ances phase  in  over  an  8-year  period.  The  home-  and  community- 
based  health  care  plan  for  disabled  individuals  will  double  in  size 
between  2000  and  2004,  and  so  on.  Furthermore,  it  will  take  many 
years  for  consumers  and  providers  to  respond  fully  to  the  new  in- 
centives that  they  face. 

For  these  reasons,  your  attention  should  focus  on  the  long-term 
effects  of  the  proposal.  CBO's  estimates  extend  to  the  year  2004, 
which  is  the  latest  year  for  which  we  have  any  ability  to  make  an 
estimate.  However,  the  farther  into  the  future  we  look,  the  more 
uncertain  are  our  numbers. 

My  third  and  final  warning  is  that  we  need  to  keep  all  of  the 
numbers  in  perspective.  Some  of  the  numbers  will  seem  large  when 
scrutinized  in  isolation,  but  when  compared  with  the  size  of  the 
economy,  the  baseline  level  of  national  health  expenditures,  gov- 
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ernment  spending  on  Medicare  and  Medicaid,  and  even  the  deficit, 
they  may  be  relatively  trivial. 

With  these  cautions  in  mind,  let  me  begin  my  discussion  of  the 
likely  financial  effects  of  the  proposal.  Two  of  the  major  objectives 
of  the  administration's  initiative  are  to  slow  the  overall  growth  in 
national  health  expenditures  and  to  reduce  the  relentless  pressure 
that  spending  on  major  Federal  health  programs  is  placing  on  the 
budget. 

CBO  estimates  that  if  the  administration's  proposal  is  imple- 
mented according  to  its  schedule,  national  health  expenditures  will 
rise  between  1  and  3  percent  above  our  baseline  projection  levels 
during  the  period  in  which  the  alliance  system  is  phased  in.  This 
can  be  seen  in  table  2-1  on  page  26  of  our  report. 

The  increase  is  the  inevitable  consequence  of  extending  coverage 
to  millions  of  uninsured  Americans,  increasing  the  generosity  of  the 
benefits  that  many  currently  insured  people  enjoy,  and  expanding 
services  for  the  disabled. 

By  2000,  the  limits  placed  on  the  growth  of  premiums  and  the 
Medicare  savings  are  sufficient  to  reduce  national  health  expendi- 
tures some  $30  billion  below  our  baseline  level.  And  by  the  year 
2004,  national  health  expenditures  should  be  some  $150  billion,  or 
7  percent,  below  the  baseline  level. 

The  budgetary  impact  of  the  proposal,  which  I  define  here  to  in- 
clude effects  on  budget  activities  and  Social  Security,  is  shown  in 
table  2-2  on  pages  28  and  29  of  our  report.  These  figures  represent 
the  combined  effort  of  CBO  and  the  Joint  Committee  on  Taxation, 
which  I  would  like  to  thank  for  its  work  under  some  pretty  trying 
deadlines. 

Our  estimates  indicate  that  the  proposal  would  reduce  the  1995 
fiscal  year  deficit  by  about  $10  billion  because  the  revenue  from 
higher  tobacco  taxes  would  more  than  offset  the  first  year's  startup 
costs.  The  proposal  would  then  increase  the  annual  deficit  by  be- 
tween $1  billion  and  $32  billion  during  the  fiscal  year  1996  to  2003 
period. 

By  fiscal  year  2004,  CBO  estimates  that  the  proposal  would  have 
no  appreciable  effect  on  the  deficit.  If  we  had  the  ability  to  project 
farther  into  the  future,  we  would  presumably  see  that  the  proposal 
would  reduce  the  deficit  by  growing  amounts  after  2004. 

CBO's  deficit  estimates  are  less  sanguine  than  those  of  the  ad- 
ministration or  those  prepared  by  the  Virginia-based  consulting 
firm  Lewin-VHI  in  its  excellent  study  of  the  Health  Security  Act. 
Both  groups  estimated  that  the  proposal  would  lower  cumulative 
deficits  over  the  1995  to  2000  period  by  modest  amounts.  CBO,  on 
the  other  hand,  shows  a  cumulative  increase  in  deficits  of  some 
$126  billion  over  the  1995  to  2004  period. 

Before  the  hit-and-run  journalists  and  the  cheap-shot  pundits  try 
to  exaggerate  the  importance  of  this  difference,  let  me  place  these 
numbers  in  their  proper  context.  First,  $126  billion  is  less  than  6 
percent  of  both  the  deficits  accumulated  over  the  past  decade  and 
the  deficits  projected  for  the  next  10  years.  Second,  $126  billion 
represents  less  than  3  percent  of  the  projected  Federal  spending  on 
Medicare  and  Medicaid  during  this  10-year  period.  Third,  the  num- 
ber should  be  balanced  against  the  advantage  of  living  in  a  nation 
in  which  no  one  lacks  health  insurance.  And  finally,  as  I  noted  ear- 


lier,  if  the  premium  restraints  are  adhered  to,  the  proposal  should 
make  ever-increasing  contributions  to  deficit  reduction  after  2004. 

Let  me  say  a  few  words  about  the  differences  between  the  admin- 
istration's and  CBO's  numbers.  As  you  can  see  from  the  last  col- 
umn of  table  2-4  on  page  36  of  our  report,  CBO's  and  the  adminis- 
tration's estimates  of  the  proposal's  net  costs  differ  by  some  $48  bil- 
lion in  the  year  2000. 

Roughly  half  of  this,  or  $25  billion,  is  attributable  to  CBO's  high- 
er estimate  of  subsidies  for  employers.  Our  higher  estimate  occurs 
because  we  believe  that  premiums  will  be  about  15  percent  higher 
than  the  administration  has  assumed,  and  because  we  used  a  dif- 
ferent estimating  methodology,  one  that  we  believe  better  accounts 
for  the  dispersion  of  average  wages  among  firms. 

As  you  can  see  from  table  2-4,  there  are  no  substantial  dif- 
ferences between  CBO's  and  the  administration's  estimates  of  sub- 
sidies for  families.  There  are  modest  differences  in  our  estimates 
of  State  maintenance-of-effort  payments,  the  amounts  that  would 
be  collected  from  assessments  on  corporate  alliances,  the  increased 
revenue  from  restricting  cafeteria  plans,  and  the  other  components 
of  the  proposal. 

Let  me  turn  now  to  the  second  topic,  the  proposal's  likely  eco- 
nomic effects.  The  administration's  proposal  would  have  important 
impacts  on  the  economy,  but  for  the  most  part,  they  would  not  af- 
fect aggregate  economic  indicators  so  much  as  the  circumstances 
facing  different  firms  and  different  workers. 

For  example,  the  proposal  would  have  little  appreciable  impact 
on  the  U.S.  balance  of  trade,  which  is  determined  largely  by  the 
balance  between  national  saving  and  investment.  However,  some 
firms  in  the  tradeable-goods  sector  would  benefit,  while  others 
would  be  adversely  affected. 

Overall,  businesses'  costs  for  health  insurance  would  be  signifi- 
cantly reduced  by  this  proposal.  Businesses'  insurance  premiums 
for  active  workers  would  drop  about  $90  billion  below  the  baseline 
level  in  the  year  2004.  But  beneath  this  figure,  there  would  be  a 
good  deal  of  redistribution. 

Universal  coverage  would  mean  that  those  firms  that  now  offer 
insurance  would  no  longer  need  to  pay  indirectly  through  doctors' 
and  hospitals'  bills  for  the  care  that  is  given  to  uninsured  workers 
and  their  families.  On  the  other  hand,  firms  that  do  not  now  pro- 
vide insurance  could  no  longer  ride  free. 

Community  rating  would  mean  that  small  firms  and  those  with 
older  or  sicker  work  forces  would  see  reductions  in  their  costs, 
while  businesses  with  young  and  relatively  healthy  work  forces 
might  see  their  costs  increase. 

Changes  in  businesses'  costs,  both  positive  and  negative,  would 
largely  be  shifted  back  onto  workers  in  the  form  of  lower  or  higher 
wages.  The  impact  of  these  changes  on  aggregate  labor  supplv  is 
likely  to  be  quite  small,  although  tne  proposal's  incentives  could,  af- 
fect the  labor  force  participation  decisions  of  certain  types  of  work- 
ers rather  significantly. 

For  example,  secondary  workers  and  those  for  whom  early  retire- 
ment is  an  option  could  choose  to  leave  the  labor  force  voluntarily. 
Minimum-wage  workers  outside  the  health  sector  might  see  their 
job  opportunities  diminished,  but  CBO  believes  that  the  number  of 
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workers  affected  will  be  relatively  small  and  offset  in  part  by  low- 
wage  job  opportunities  created  in  the  health  sector. 

Finally,  some  welfare  recipients  might  be  enticed  into  the  labor 
force  by  the  proposal's  incentives.  Taking  all  of  these  labor  market 
reactions  together,  CBO  estimates  that  eventually  between  V4  of  1 
percent  and  1  percent  of  the  labor  force  might  prefer  to  stay  home 
under  the  incentives  in  this  proposal.  But  we  think  that  the  unem- 
ployment rate  would  change  very  little. 

CBO  also  believes  that  the  proposal  would  encourage  firms  and 
workers  to  reshuffle  so  that  low-wage  workers  would  be  largely 
grouped  together  in  firms  that  receive  employer  subsidies.  This 
sorting  could  impose  efficiency  costs  if  organizational  structure  was 
driven  by  the  provisions  of  the  Health  Security  Act  rather  than  by 
considerations  of  efficient  production. 

Let  me  now  move  on  to  the  final  issue,  which  is  the  budgetary 
treatment  of  the  administration's  proposal.  CBO  strongly  believes 
that,  ultimately,  this  issue  should  be  resolved  by  the  Congress  and 
the  President  through  legislation.  Nevertheless,  CBO  does  have  an 
advisory  role  to  the  budget  committees  on  such  matters,  and  we 
must  assess  the  budgetary  dimensions  of  every  piece  of  legislation 
for  which  we  prepare  a  cost  estimate. 

Resolving  the  issue  of  budgetary  treatment  involves  answering  a 
series  of  questions.  Is  the  program  fundamentally  governmental  in 
nature  or  does  the  legislation  seek  to  facilitate,  regulate,  or  guide 
an  activity  that  remains  essentially  private? 

If  the  activity  is  primarily  governmental,  is  it  a  Federal  activity, 
a  State  activity,  a  shared  State-Federal  activity,  or  some  new  hy- 
brid? If  the  answers  to  these  first  two  questions  point  to  a  Federal 
Government  activity,  one  must  decide  how  that  activity  should  be 
displayed  and  controlled  in  the  accounts  of  the  Federal  Govern- 
ment. 

In  trying  to  answer  these  questions,  CBO  examined  the  details 
of  the  proposal  very  carefully.  We  have  also  turned  to  the  two  main 
sources  of  guidance  on  budgetary  classification,  the  1967  report  of 
the  President's  Commission  on  Budget  Concepts  and  the  current 
budgetary  treatment  of  programs  that  are  analogous  to  the  Presi- 
dent's proposal.  We  found  that  these  two  sources  could  inform  our 
judgment,  but  that  they  did  not  provide  incontrovertible  answers  to 
the  questions. 

After  weighing  all  of  the  arguments,  CBO  has  concluded  that  the 
proposed  health  alliances,  as  well  as  the  various  changes  in 
onbudget  activities,  should  be  included  in  the  consolidated  accounts 
of  the  Federal  Government.  Nonetheless,  because  of  the  uniqueness 
and  vast  size  of  the  alliance  budgets,  we  suggest  that  they  be  dis- 
played separately,  as  is  the  current  practice  for  Social  Security. 
Table  3-1  on  page  50  of  our  report  provides  a  suggested  budgetary 
display. 

CBO's  assessment  of  this  issue  rests  primarily  on  our  judgment 
that  the  proposal  would  establish  a  universal  entitlement  to  health 
insurance  that  would  be  largely  financed  by  mandatory  payments 
resulting  fi-om  an  exercise  of  sovereign  power.  Our  view  is  also  in- 
fluenced by  the  specificity  with  which  Federal  law  and  agencies 
would  prescribe  the  actions  of  the  alliances. 
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We  also  believe  that  there  is  a  need  for  fiscal  accountability 
when  an  activity  shares  many  financial  flows  with  traditional 
onbudget  accounts,  and  this  also  suggests  the  importance  of  includ- 
ing the  alliances  in  the  Federal  Government's  fiscal  accounts. 

With  your  indulgence,  I  would  like  to  close  my  remarks  on  a 
more  personal  note  than  is  typical  for  the  testimony  of  the  Director 
of  the  Congressional  Budget  Office. 

I  have  appeared  before  committees  and  subcommittees  of  the 
Congress  well  over  100  times.  On  each  of  these  occasions,  I  have 
started  with  some  customary  remarks  concerning  how  pleased  I 
was  to  have  the  opportunity  to  testify.  I  did  not  start  off  that  way 
today. 

I  did  not  because  I  have  considerable  foreboding  that  the  infor- 
mation contained  in  my  statement  and  in  the  CBO  report  might  be 
used  largely  in  destructive  rather  than  constructive  ways — that  is, 
it  might  be  used  to  undercut  a  serious  discussion  of  health  reform 
alternatives  or  even  to  gain  some  short-term  partisan  political  ad- 
vantage. 

I  am  not  a  babe  in  the  woods  who  thinks  that  it  is  wrong  to  use 
CBO's  objective  analyses  and  estimates  in  the  give-and-take  of  the 
political  fray.  But  when  this  has  happened  in  the  past,  it  has 
quickly  died  down,  and  then  CBO's  input  has  been  put  to  use  in 
constructive  ways  to  shape  better  policy.  I  fervently  hope  that  that 
will  be  the  case  once  again,  but  I  have  not  been  encouraged  by  the 
recent  debate,  which  at  times  has  degenerated  into  semantic  mud 
wrestling  and  name  calling. 

Do  we  face  a  crisis  or  is  it  just  a  large  problem?  Should  the  pay- 
ments that  are  made  to  the  alliances  be  labeled  a  tax  or  a  pre- 
mium? Are  pharmaceutical  companies  and  health  insurers  behav- 
ing in  unconscionable  ways  or  are  they  the  jewels  of  our  free-enter- 
prise system? 

The  American  people,  particularly  those  who  are  ill  served  by  our 
current  health  care  system,  deserve  a  better  debate  than  this. 
Thanks  to  the  courage  and  the  efforts  of  the  President,  we  are  once 
again  trying  to  grapple  with  a  serious  national  problem,  one  which 
Presidents  from  both  parties — Harry  Truman,  Richard  Nixon, 
Jimmy  Carter,  and  George  Bush — have  tried  to  address. 

They  were  all  stymied,  however,  because  the  solutions  are  so 
complex  and  because  health  reform  unavoidably  involves  signifi- 
cant redistribution,  a  topic  that  our  society  does  not  like  to  deal 
with  directly.  But  we  must  remember  that  the  current  health  care 
system  contains  huge  amounts  of  redistribution  within  it,  most  of 
which  is  invisible  and  much  of  which  is  inequitable  and  distorting. 

Crafting  legislation  that  addresses  the  Nation's  health  care  prob- 
lems will  take  a  good  deal  of  courage,  hard  work,  and  bipartisan 
cooperation.  From  what  I  know  of  the  Ways  and  Means  Committee 
and  its  leadership,  I  am  confident  that  it  can  meet  these  demands. 

Mr.  Chairman,  last  night  as  I  was  thinking  about  what  I  was 
going  to  say,  I  looked  back  and  thought  about  an  experience  last 
March  when  I  was  privileged  to  be  with  this  committee  as  it  toured 
the  Lyndon  Baines  Johnson  Presidential  Library  in  Austin,  Tex.  As 
we  were  walking  through  the  exhibits  that  night,  we  stopped  before 
a  glass  case  containing  the  original  signed  copy  of  the  1965  Medi- 
care Act. 
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First  in  silence  and  then  in  words,  members  of  this  committee  re- 
flected on  what  that  legislation  has  meant  to  millions  of  elderly 
Americans  who  no  longer  have  to  fear  that  they  will  be  denied  ade- 
quate health  care  in  their  waning  years. 

Mr.  Thomas,  I  believe,  began  to  read  the  various  signatures  that 
were  scrawled  across  the  cover  page  of  the  document.  There  were 
signatures  of  the  legislative  giants  of  the  day,  like  Dick  Boiling, 
Hale  Boggs,  and  Mike  Mansfield,  but  there  were  also  signatures  of 
more  junior  Members  of  the  Congress,  and  one  of  them  was  Dan 
Rostenkowski.  That  night  all  of  us  could  sense  the  pride  you  felt, 
Mr.  Chairman,  in  helping  to  craft  that  historic  legislation. 

An  even  more  profound  opportunity  lies  before  the  Congress 
today.  I  wonder  whether  any  of  those  who  are  now  junior  members 
of  this  committee  will  someday  be  able  to  tour  a  presidential  ar- 
chive and  say  to  a  grandchild  that  they  might  have  in  tow,  'That 
is  my  signature  on  the  legislation  that  helped  to  make  America's 
health  care  system  more  equitable,  more  efficient,  and  less  costly." 
I  hope  so. 

Wliether  the  solution  that  you  develop  in  this  committee  builds 
on  the  framework  proposed  by  the  administration  or  on  some  other 
approach  is  not  as  important  as  that  some  substantial  step  forward 
be  taken  now  that  the  President  has  created  this  opportunity.  To 
that  end,  the  Congressional  Budget  Office  stands  ready  to  work 
with  this  committee  as  you  develop  a  solution  to  this  Nation's  fore- 
most problem. 

I  thank  you  and  I  will  be  happy  to  answer  the  questions  of  the 
committee. 

[The  following  was  subsequently  received:] 
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Summary 


The  Health  Security  Act  is  a  comprehei»sive 
proposal  to  provide  a  universal  entitlement 
to  health  insurance  for  a  broad  range  of 
services  and  to  slow  the  growth  of  spending  for 
health  care.  To  achieve  these  goals,  it  would  funda- 
mentally restructure  the  current  health  care  system, 
changing  requirements  and  incentives  for  employers, 
consumers,  insurers,  and  providers  of  care.  Because 
of  the  magnitude  of  these  changes,  the  full  impact 
on  the  health  care  system  is  extremely  difficult  to 
predict 

The  Administration's  proposal  would  redesign 
the  current  system  of  financing  for  health  care, 
while  building  on  its  existing  employer  base.  All 
employers  would  be  required  to  pay  premiums  on 
behalf  of  their  employees,  and  all  individuals  and 
families-except  Medicaid  beneficiaries  and  othen 
with  very  low  income— would  be  required  to  pay  at 
least  part  of  their  premiums.  Subsidies  would  be 
available  to  help  employers  and  low-income  fami- 
lies meet  these  obligations  and  would  also  be  avail- 
able for  retired  people  ages  55  to  64. 

To  strengthen  the  demand  side  of  the  health 
care  marketplace,  the  proposal  would  establish  re- 
gional purchasing  alliances  through  which  most 
people  who  worked  for  firms  with  5,000  or  fewer 
full-time  employees  would  obtain  health  coverage, 
as  would  most  other  people  under  age  65  who  had 
no  connection  to  the  labor  force.  Larger  firms, 
firms  participating  in  multiemployer  group  plans, 
rural  electric  cooperatives  and  telephone  cooperative 
associations,  as  well  as  the  U.S.  Postal  Service, 
would  be  entitled  to  establish  their  own  corporate 


alliances.  Medicare  beneficiaries  would  generally 
remain  outside  the  alliance  system.  States  could 
choose  to  opt  out  of  the  regional  alliance  system 
entirely  and  establish  a  "single-payer"  system  of 
health  care  financing,  in  which  the  state  would  pay 
all  providers  directly. 

Consumers  would  normally  have  access  to  a 
choice  of  health  plans  of  different  types-including 
at  least  one  fee-for-service  plan-that  would  be 
offered  through  the  alliance  in  the  area  in  which 
they  lived.  All  plans  would  offer  a  standard  pack- 
age of  benefits,  which  would  be  slightly  more  gen- 
erous thm  the  average  plan  currently  offered  by 
employers.  To  ensure  that  consumers  could  make 
informed  choices  about  those  plans,  alliances  would 
provide  much  more  information  about  the  plans  they 
offered  than  is  typically  available  today. 

The  primary  objective  of  the  proposal  is  to 
ensure  that  health  coverage  would  be  available  at  a 
reasonable  price  to  everyone  and  that  people  could 
not  be  denied  coverage  because  of  their  health  sta- 
tus. Accordingly,  strict  requirements  would  be 
placed  on  the  enrollment  procedures  that  health 
plans  could  employ,  requiring  plans  (within  the 
limits  imposed  by  their  capacity  and  financial  con- 
straints) to  accept  all  applicants,  and  prohibiting 
plans  from  excluding  people  because  of  preexisting 
medical  conditions.  A  plan's  premiums  could  not 
vary  for  any  reason  other  than  the  type  of  family 
being  insured,  a  requirement  known  as  community 
rating.  (Premiums  for  plans  offered  by  corporate 
alliances  could,  in  addition,  vary  among  geographic 
areas.) 
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People  entitled  to  Medicaid  benefits  because 
they  vlso  receive  cash  welfare  payments  would 
continue  to  obtain  coverage  from  Medicaid  but,  like 
almost  everyone  else,  would  be  enrolled  in  health 
plans  offered  through  the  regional  alliances.  Others 
who  currently  receive  Medicaid  benefits  would  lose 
that  coverage,  but  most  of  them  would  be  eligible 
for  subsidies  for  their  {Hvmiums. 

The  proposal  would  also  expand  several  federal 
programs  and  institute  new  ones.  Important  anK>ng 
these  provisions  are  coverage  of  prescription  drugs 
for  Medicare  beneficiaries,  the  provision  of  "wrap- 
around" health  care  benefits  for  low-income  chil- 
dren, and  a  new  program  to  provide  home-  and 
community-based  services  for  severely  disabled 
people. 

Financing  for  these  initiatives  and  the  subsidies 
that  the  federal  government  would  pay  to  alliances 
would  come  from  a  variety  of  sources.  They  would 
include  several  new  revenue  measures,  increases  in 
income  and  payroll  tax  receipts  generated  by  the 
change  in  the  mix  of  employee  compensation  that 
would  occur  under  the  proposal,  reductions  in  the 
Medicare  and  Medicaid  programs,  and  assessments 
on  premiums.  States  would  also  make  maintenance- 
of-effort  payments  to  alliances,  reflecting  their  re- 
duced obligations  for  Medicaid  under  the  proposal. 

To  lower  the  rate  of  growth  of  health  care 
spending,  the  proposal  would  establish  a  complex 
mechanism  for  limiting  the  growth  of  premiums  for 
the  standard  benefit  package— an  approach  that,  if 
carried  out  as  intended,  would  almost  certainly  be 
effective  on  that  score.  The  proposal  would  also 
attempt  to  limit  the  obligations  of  the  federal  gov- 
ernment for  subsidy  payments,  but  that  endeavor 
would  be  less  likely  to  succeed. 


Uncertainty  of  the  Estimates 

Estimates  of  the  interactive  effects  of  so  many  com- 
plex changes  to  an  industry  that  encompasses  one- 
seventh  of  the  economy  are  highly  uncertain.  As- 
sumptions, used  by  the  Congressional  Budget  Office 
(CBO)  and  other  analysts,  about  people's  behavioral 
responses  to  new  incentives  are  frequently  based  on 


research  evidence  from  small  changes  in  the  exist- 
ing marketplace.  In  the  case  of  the  Administration's 
proposal,  however,  the  entire  marketplace  and  the 
configurations  of  the  actors  within  it  would  be 
changing,  and  there  is  no  precedent  for  estimating 
the  effects  on  health  spending  or  the  economy. 

Estimating  the  effects  of  any  proposal  to 
restructure  the  health  care  system  is  particularly 
difficult  because,  inevitably,  the  transition  from  the 
old  to  the  new  system  would  take  several  years. 
Focusing  on  the  effects  of  proposals  in  their  early 
years  is,  therefore,  not  very  meaningful;  it  is  the 
long-term  impacts,  when  new  coverages  would  be 
fully  phased  in  and  the  system  stabilized,  that  are 
important.  Unfortunately,  the  uncertainty  surround- 
ing cost  estimates  increases  significantly  in  the  out- 
years.  Thus,  although  CBO  believes  that  the  most 
important  estimates  presented  in  this  paper  are  those 
for  2004,  they  are  also  the  most  uncertain. 


Financial  Impact  of 
the  Proposal 

National  health  expenditures  would  rise  in  the  initial 
years  of  the  Administration's  proposal~an  inevitable 
consequence  of  expanding  health  insurance  coverage 
to  the  uninsured,  increasing  the  generosity  of  the 
benefits  that  many  insured  people  currentiy  receive, 
and  expanding  home-  and  community-based  services 
for  the  disabled.  Over  time,  however,  the  combined 
effects  of  lowering  the  rate  of  growth  of  health 
insurance  premiums  and  the  cuts  in  the  Medicare 
program  would  dominate.  Thus,  CBO  projects  that 
national  health  expenditures  would  fall  $30  billion 
below  the  current  CBO  baseline  by  calendar  year 
2000,  and  would  be  $150  billion  (7  percent)  below 
that  baseline  in  2004. 

The  effects  on  the  federal  budget  deficit  show  a 
similar  pattern.  The  increase  in  the  deficit  is  esti- 
mated to  reach  slightly  more  than  $30  bUlion  in 
1998,  the  first  year  in  which  all  states  would  be 
participating  in  the  system,  and  then  begin  to  fall. 
It  would  rise  again  in  2001  and  2002  because  of 
two  additional  factors  in  those  years:  increases  in 
the  generosity  of  the  standard  benefit  package  that 
would  occur  in  2001,  and  the  subsidies,  beginning 
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in  2002,  of  state  and  local  governments  in  their  role 
as  employers.  By  2004,  however,  the  estimated 
effects  on  the  deficit  are  negligible,  and  CBO  be- 
Ueves  that  the  proposal  holds  the  promise  of  reduc- 
ing the  deficit  in  the  long  term. 

CBO's  estimates  of  the  effects  of  the  proposal 
on  the  deficit  differ  only  modestly  from  those  of  the 
Administration.  Because  the  Administration  devel- 
oped estimates  for  the  1995-2000  period,  compari- 
sons for  the  out-years,  which  are  more  important, 
cannot  be  drawn.  For  the  six-year  period  from 
1995  through  2000,  though,  the  Administration's 
estimates  indicate  that  the  proposal  would  reduce 
the  deficit  by  about  $60  billion.  In  contrast,  CBO 
estimates  that  the  deficit  would  increase  by  more 
than  $70  billion  over  that  period.  The  difference 
between  these  estimates  is  small,  however,  com- 
pared with  the  uncertainty  surrounding  the  budget 
projections. 

The  primary  difference  between  the  two  esti- 
mates stems  from  the  amount  of  subsidies  for  em- 
ployers, with  CBO's  estimate  being  considerably 
higher  than  the  Administration's—by  $25  billion  in 
2000.  for  example,  or  about  half  of  the  difference  in 
the  estimates  of  the  effects  on  the  deficit  in  that 
year.  The  estiraates  of  subsidies  for  employers 
differ  for  three  major  reasons.  CBO's  estimates  of 
premiums  for  the  standard  benefit  package  are 
higher  than  the  Administration's,  and  estimates  of 
diese  subsidies  are  extremely  sensitive  to  the  esti- 
mates of  premiums.  CBO  also  assumes  that  low- 
wage  workers  would  cluster  in  firms  that  received 
subsidies,  a  factor  not  explicitly  taken  into  account 
in  the  Administration's  estimates  of  subsidies. 
Rnally,  CBO  has  used  a  different  methodology  than 
flje  Administration,  one  that  captures  more  of  the 
variation  in  average  wages  among  firms. 


Effects  on  the  Economy 

Although  the  Administration's  proposal  would  make 
fundamental  changes  in  the  current  health  care 
system,  the  overall  economic  impact  of  those 
changes  might  not  be  large.  Because  the  proposal 
would  involve  substantial  redistributions  within  the 


economy,  however,  the  impact  on  business  costs 
and  employment  might  be  significant  for  individual 
firms  and  people.  Similarly,  though  the  proposal 
would  have  little  predictable  effect  on  national 
saving  and  investment,  or  on  the  balance  of  trade, 
some  businesses  could  see  their  ability  to  compete 
with  foreign  firms  either  improving  or  worsening. 

The  proposal  would  retain  much  of  the  current 
central  role  of  employers  in  the  health  insurance 
system,  requiring  that  a  large  part  of  health  insur- 
ance premiums  be  paid  in  the  first  instance  by  em- 
ployers. But  businesses'  costs  for  health  care  would 
be  significantly  reduced  overall,  both  because  the 
proposal  would  provide  substantial  subsidies  to 
firms  and  because  it  would  limit  the  growth  of 
premiums.  For  example,  the  total  premiums  em- 
ployers pay  for  active  workers  would  drop  by  about 
$20  billion  in  the  year  2000. 

Although  overall  costs  would  go  down,  for 
some  employers— particularly  those  that  do  not  cur- 
rently offer  health  insurance-costs  would  increase. 
Changes  in  costs  could  also  be  pronounced  among 
firms  that  currently  offer  insurance.  They  would 
rise  for  some  businesses— especially  those  with 
young  and  relatively  healthy  work  forces-as  a  result 
of  the  provisions  for  community  rating.  Conversely, 
businesses  that  now  face  high  health  care  costs— be- 
cause they  are  small  and  have  little  clout  in  the 
insurance  market,  have  older  or  sicker  work  forces, 
or  hold  substantial  responsibilities  for  retirees- 
would  see  lower  costs. 

Those  employers  facing  an  increase  in  their 
premiums  would  probably  shift  most  of  the  added 
cost  to  their  workers  by  reducing  cash  wages,  much 
as  occurs  now  in  firms  that  offer  health  insurance. 
Similarly,  employees  of  firms  that  would  pay  less 
would  receive  higher  wages. 

For  several  reasons,  the  proposal  would  also 
affect  people's  decisions  about  whether  they  wanted 
to  seek  work  or  to  stay  home.  For  instance,  the 
proposal  would  guarantee  insurance  for  early  re- 
tirees and  directly  subsidize  the  cost  of  that  insur- 
ance. In  other  words,  older  people  would  no  longer 
have  to  work  simply  because  they  needed  access  to 
affordable  health  insurance.    A  substantial  number 
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would  probably  prefer  the  pursuits  of  early  retire- 
ment to  woik,  if  their  health  costs  were  not  a  con- 


Tbe  proposal  might  also  tempt  lome  other 
workers  to  leave  the  labor  force.  With  universal 
coverage,  health  insurance  would  be  available  even 
to  noDwofters—in  some  cases  at  no  additional  cost 
And  the  requirement  that  employers  pay  insurance 
premiums  for  all  workers,  whether  or  not  they  had 
coverage  through  a  spouse,  would  encourage  some 
people  to  stay  out  of  the  labor  force,  especially 
when  there  is  already  a  full-time  worker  in  the 
household. 

In  contrast  to  these  voluntary  withdrawals  from 
the  labor  force,  fewer  minimum-wage  worken 
might  be  employed,  since  their  employers'  costs  of 
compensation  would  often  be  much  higher.  The 
incentive  to  hire  fewer  minimum-wage  workers 
would  be  mitigated  for  small,  low-wage  firms,  how- 
ever, because  the  proposal  would  cap  their  payments 
for  premiimis  at  levels  ranging  from  3.5  percent  to 
7.9  percent  of  their  payroll.  Moreover,  the  number 
of  people  involved  would  be  small,  and  the  pro- 
posed expansion  of  home-  and  community-based 
care  would  increase  low-wage  employment 

Other  provisions  of  the  proposal  would  encour- 
age some  people  to  enter  the  labor  force  or  improve 
the  operation  of  the  labor  market  Some  Medicaid 
beneficiaries  are  currentiy  deterred  fix)m  seeking 
work  for  fear  of  losing  their  health  coverage.  For 
the  same  reason,  some  workers  feel  locked  into  their 
current  jobs  when  they  might  prefer  a  different  one. 
The  proposal's  universal  coverage  would  encourage 
Medicaid  beneficiaries  to  enter  the  work  force  and 
would  end  job  locL 

Taking  together  all  the  provisions  that  might 
increase  or  reduce  participation  in  the  labor  force, 
CBO  estimates  that  eventually  between  one-quarter 
of  a  percent  and  1  percent  of  the  labor  force  might 
prefer  to  stay  home  if  the  proposal  was  enacted. 
Correspondingly,  gross  domestic  product  (GDP) 
would  also  be  reduced,  though  by  somewhat  smaller 
percentages.  These  changes  are  not  large,  falling 
well  within  the  uncertainty  of  projections  of  the 
labor  force  and  GDP  over  the  next  decade. 


The  proposal  would  have  one  further  effect  on 
the  labor  market  as  the  subsidies  for  small,  low- 
wage  fims  would  encourage  firms  and  workers  to 
reshuffle  so  that  low-wage  workers  would  be  largely 
together  in  small  firms.  The  incentives  for  this 
reshuffling,  or  "sorting,''  would  be  strong.  But 
sorting  would  also  impose  two  types  of  economic 
costs;  the  cost  of  disruption  as  firms  reorganized 
production,  and  the  costs  of  inefficiency  that  would 
occur  because  the  way  firms  were  organized  would 
not  be  driven  solely  by  production  considerations. 

Businesses  are  often  concerned  that  a  change  of 
such  magnitude  as  the  Administration's  health  pro- 
posal would  affect  their  ability  to  compete  in  inter- 
national markets.  There  is  little  reason  to  expect 
any  change  in  the  overall  balance  of  trade  because 
the  proposal  would  not  have  any  predictable  effect 
on  the  main  factors  determining  it-the  level  of 
saving  and  investment  in  the  United  States.  Some 
firms  would  gain,  however,  and  some  would  lose, 
depending  on  what  happened  to  their  overall  labor 
costs. 


Budgetary  Treatment  of 
the  Proposal 

Ever  since  the  outlines  of  the  Administration's 
proposal  have  become  known,  policymakers  and  the 
media  have  expressed  considerable  interest  in  how  it 
would  be  treated  in  the  federal  budget  This  issue 
of  budgetary  treatment  is  not  unique  to  proposals  to 
restructure  the  health  care  system.  Every  time  the 
Congress  considers  or  enacts  a  bill  that  establishes  a 
new  program,  the  Congressional  Budget  Office  and 
the  Office  of  Management  and  Budget  must  con- 
sider whether  and  how  it  should  be  treated  in  the 
federal  budget  For  most  pieces  of  legislation,  the 
call  is  a  relatively  easy  one.  But  for  some  bills, 
such  as  major  health  care  reform  prtsposals,  some 
ambiguity  and  considerable  complexity  accompany 
that  assessment  In  this  case,  CBO  strongly  be- 
Ueves  that  the  President  and  the  Congress  should 
address  the  budgetary  treatment  of  the  proposal 
explicitly  through  legislation.  CBO's  role  in  the 
decision  is  stricdy  advisory. 
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Certain  elements  of  the  Administration's  pro- 
posal are  unambiguously  federal  activities  that  all 
agree  should  be  included  in  the  budget— for  ex- 
ample, the  increase  in  the  tax  on  tobacco,  the  subsi- 
dies for  individuals  and  employers,  the  expulsion  of 
certain  discretionary  programs,  and  the  changes  in 
Medicare  and  Medicaid.  But  what  about  the  pre- 
miums that  individuals  and  employers  pay  to  the 
health  alliances  and  the  payments  by  alliances  to 
health  plans?  Are  the  alliances  private  en'  state 
entities  that  belong  outside  the  federal  budget?  Or 
are  they,  for  most  practical  purposes,  creatures  of 
the  federal  government,  whose  iiKX)me  and  outgo 
should  all  be  included  in  the  federal  government's 
accounts? 

In  answering  such  questions,  budget  analysts 
normally  consult  two  sources  for  guidance.  One  is 
the  1967  Report  of  the  President's  Commission  on 
Budget  Concepts.  The  other  is  budgetary  precedent. 
Because  of  the  unique  features  of  the  Administra- 
tion's health  proposal,  however,  neither  source 
provides  a  definitive  answer. 

Considering  the  Administration's  proposal  in  its 
entirety,  CBO  concludes  that  it  would  establish  both 
a  federal  entitlement  to  health  benefits  and  a  system 
of  mandatory  payments  to  finance  those  benefits 
that  represents  an  exercise  of  sovereign  power.  In 
administering  the  proposed  program,  regional  alli- 
ances, corporate  alliances,  and  state  single-payer 
plans  (if  any)  would  operate  primarily  as  agents  of 
the  federal  government.  Therefore,  CBO  believes 
that  the  financial  transactions  of  the  health  alliances 
should  be  included  in  the  federal  government's 
accounts  and  the  premium  payments  should  be 
shown  as  governmental  receipts  rather  than  as  off- 
sets to  spending.  Nonetheless,  because  of  the 
uniqueness  and  the  vast  size  of  the  program,  the 
budget  document  should  distinguish  the  transactions 
of  the  alliances  from  other  federal  operations  and 
show  them  separately,  as  is  the  practice  for  Social 
Security. 


Conclusion 

The  Health  Security  Act  is  unique  among  proposals 
to  restructure  the  health  care  system,  both  because 
of  its  scope  and  its  attention  to  detail.  Some  critics 
of  the  proposal  maintain  that  it  is  too  complex.  A  , 
major  reason  for  its  complexity,  however,  is  that  the 
proposal  outlines  in  legislation  the  steps  that  would 
actually  have  to  be  taken  to  accomplish  its  goals. 
No  other  proposal  has  come  close  to  attempting 
this.  Other  health  care  proposals  might  appear 
equally  complex  if  they  provided  the  same  level  of 
detail  as  the  Administration  on  the  implementation 
requirements. 

Questions  also  arise  about  the  capabilities  of 
new  and  existing  institutions  to  perform  their  as- 
signed tasks  under  the  proposal,  the  ambitious 
Schedule  for  the  development  of  the  necessary  infra- 
structure for  the  system,  and  the  acceptability  and 
sustainability  of  the  proposed  cost  control  mecha- 
nisms. These  are  very  legitimate  concerns  but, 
again,  they  are  not  peculiar  to  the  Health  Security 
Act  Any  proposal  attempting  to  restructure  the 
current  health  care  system  would  face  similar  issues. 

The  ramifications  of  systemic  changes  to  the 
health  care  system  are  quite  uncertain;  even  the 
outcomes  of  incremental  changes  are  difficult  to 
predict  As  the  Congress  considers  the  Administra- 
tion's proposal  and  alternatives,  both  comprehensive 
and  incremental,  the  inherent  uncertainties  of  change 
must  be  weighed  against  the  detrimental  conse- 
quences of  the  current  system—increasing  numbers 
of  people  who  lack  the  security  of  insurance  cover- 
age for  health  care  and  the  rapidly  rising  costs  of 
that  care. 
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Chapter  One 


Overview  of  the  Proposal 


The  primary  objective  of  the  AdministratioD's 
proposal  for  health  care  refonn,  the  Health 
Security  Act,  is  to  ensure  that  everyone  has 
health  insurance  for  a  broad  range  of  services.  The 
proposal  would  establish  a  universal  entitlement  to  a 
standard  package  of  benefits  to  accomplish  this 
goal.  Most  participants  would  obtain  their  insur- 
ance through  regional  or  corporate  alliances  for 
purchasing  health  care,  although  care  provided  by 
the  Department  of  Defense,  the  Department  of  Vet- 
erans Affairs,  and  the  Indian  Health  Service  would 
remain  an  cation  for  some  people  and  Medicare 
would  continue.  The  alliances  would  offer  partici- 
pants a  choice  of  insurance  plans,  all  of  which 
would  cover  the  same  services.  Supplementary 
insurance  would  be  available  for  services  not  cov- 
ered in  the  standard  package  and  for  certain  cost- 
sharing  amounts.  The  costs  of  the  plans  would  be 
fmanced  by  premiums  paid  by  employers  and 
households,  subsidies  provided  by  the  federal  and 
state  governments,  and  payments  from  programs 
such  as  Medicaid.  The  new  system  would  be  fully 
operational  nationwide  by  1998,  but  states  would 
have  the  opportunity  to  participate  as  early  as  1996. 

Another  major  objective  of  the  proposal  is  to 
restrain  the  growth  of  health  care  expenditures.  To 
accomplish  this  goal,  the  proposal  includes  many 
structural  and  institutional  changes  that  would  en- 
courage competition  in  the  health  sector.  In  addi- 
tion, it  would  impose  limits  on  the  growth  of  premi- 
ums for  the  standard  package  of  benefits  and  mod- 
ify somewhat  the  tax  treatment  of  employment- 
based  health  benefits. 

As  part  of  implementing  and  financing  the  new 
system,  the  Administration's  proposal  would  also 
completely  restructure  the  Medicaid  program,  signif- 
icantly modify  the  Medicare  program,  and  funda- 


mentally change  many  components  of  both  the 
private  and  the  pubhc  systems  for  financing  and 
delivering  health  care.  But  because  of  its  scope  and 
complexity,  a  detailed  description  of  all  elements  of 
the  proposal  is  not  feasible  in  this  report.  This 
chapter,  therefore,  is  limited  to  a  summary  of  the 
features  of  flie  proposal  that  bear  on  the  new  pro- 
gram's likely  costs,  its  appropriate  budgetary  treat- 
ment, and  its  possible  impacts  on  the  economy.  It 
discusses  how  the  proposal  would  achieve  universal 
insurance  coverage,  modify  existing  programs  and 
initiate  others,  finance  the  new  system,  divide  re- 
sponsibilities among  governments  and  the  institu- 
tions that  would  be  established,  and  control  the 
costs  of  health  care. 


The  Provision  of 
Health  Insurance 

The  core  of  the  Administration's  proposal  deals 
with  defming  the  insurance  coverage  it  would  pro- 
vide and  with  establishing  the  institutions  that 
would  be  needed  to  operate  the  new  system. 

Establishing  a  Universal  Entitlement 

The  proposal  would  guarantee  that  citizens  and 
certain  other  people  residing  in  the  United  States 
would  have  health  insurance  coverage  for  a  standard 
package  of  benefits.  Access  to  services  in  the  stan- 
dard package  could  not  be  denied  an  eligible  indi- 
vidual even  if  the  required  premium  payments  were 
not  made,  the  provider  of  the  insurance  coverage 
went  bankrupt,  or  the  institutions  responsible  for 
administering  the  new  system  failed  to  fulfill  their 
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obligaticns.  That  package  would  cover  the  follow- 
ing: 

o     Hospital  services; 

o     Services  of  health  professionals; 

o  Emergency  and  ambulatory  medical  and  surgical 
services; 

o     Clinical  preventive  services; 

o    Mental  illness  and  substance  abuse  services; 

o  Family  planning  services  and  services  for  preg- 
nant women; 

o    Hospice  care; 

o    Home  health  caie; 

o     Extended  care; 

o    Ambulance  services; 

o  Outpatient  laboratory,  radiology,  and  diagnostic 
services; 

o  Outpatient  prescription  drugs  and  biological 
products; 

o     Outpatient  rehabilitation  services; 

o  Durable  medical  equipment  and  prosthetic  and 
orthotic  devices; 

o     Vision  care; 

o     Dental  care; 

o    Health  education  classes;  and 

o  Certain  treatments  under  clinical  investigation  in 
approved  research  trials. 

Coverage  of  some  services  would  be  phased  in  over 
time.  Dental  benefits,  for  example,  would  be  very 
limited  before  2001,  and  tiie  coverage  of  mental 
illness  and  substance  abuse  services  would  also 
become  more  extensive  in  that  year. 

Although  the  proposed  coverage  of  roost  ser- 
vices is  comparable  with  that  provided  by  relatively 
generous  employment-based  policies  today,  there  are 
some  differences.  The  coverage  of  preventive 
health  services,  for  example,  would  be  more  exten- 
sive from  the  beginning  than  in  most  current  health 
plans,  as  would  the  mental  health  and  substance 
abuse  benefits  when  they  were  fully  phased  in.  By 
contrast,  the  prescription  drug  and  hospital  benefits 
in  plans  with  higher  cost  sharing  and  (before  2001) 
the  dental  health  benefits  would  be  less  generous 
than  those  that  many  employers  currently  provide. 


Health  Alliances 

The  AdministratioD's  proposal  would  expand  the 
central  role  employers  now  play  in  purchasing 
health  insurance  and  restructure  the  market  for  that 
insurance.  All  en^loyers  would  have  to  pay  part  of 
the  premiums  for  their  employees'  insurance. 
Moreover,  the  demand  side  of  the  health  insurance 
market  would  be  reorganized  in  order  to  engender 
greater  market  power  for  individuals  and  small 
firms,  enable  people  to  have  a  choice  of  health 
plans  at  a  reasonable  cost,  and  provide  incentives 
for  health  plans  to  compete  on  the  bases  of  both 
cost  and  quality. 

To  accomplish  these  goals,  die  proposal  would 
establish  a  nationwide  system  of  regional  purchasing 
alliances.  Most  people  who  worked  for  firms  with 
5,000  or  fewer  full-time  employees,  as  well  as  most 
people  who  were  not  in  the  labor  force  (including 
Medicaid  beneficiaries),  would  be  required  to  obtain 
health  insurance  coverage  through  those  alliances. 
Medicare  beneficiaries,  however,  would  generally 
continue  their  coverage  through  that  program. 

Rrms  with  more  than  5,(X)0  full-time  em- 
ployees, firms  participating  in  large  multiemployer 
group  plans,  rural  electric  cooperatives  and  tele- 
phone cooperative  associations,  and  the  U.S.  Postal 
Service  would  be  entitled  to  establish  separate  cor- 
porate purchasing  alliances.  Full-time  employees  of 
firms  that  did  so  would  have  to  purchase  their  cov- 
erage through  their  firm's  corporate  alliance  unless 
they  had  a  spouse  who  worked  for  an  employer  that 
participated  in  a  regional  alliance.  Such  two-worker 
families  could  choose  to  obtain  their  insurance 
through  either  the  corporate  or  the  regional  aUiance. 

Federal  civilian  employees  would  obtain  their 
coverage  through  regional  alliances  starting  in  1998, 
and  the  Office  of  Personnel  Management  (0PM) 
would  make  available  to  them  one  or  more  supple- 
mentary plans.  0PM  would  also  develop  one  or 
more  plans  that  would  supplement  Medicare's  bene- 
fits for  retired  federal  workers  and  their  dependents. 
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People  who  are  now  eligible  for  health  coverage 
through  certain  federal  agencies  would  still  be  able 
to  receive  their  standard  benefits  through  those 
agencies.  Active-duty  members  of  the  armed  forces 
would  continue  to  receive  their  health  benefits  from 
the  Department  of  Defense  (DoD).  Their  depen- 
dents and  military  retirees  could  also  obtain  cover- 
age through  the  DoD  system  if  its  resources  permit- 
led.     Indians  could  obtain  coverage  through  the 


Indian  Health  Service  and  veterans  through  the 
Department  of  Veterans  Affairs  system.  Box  1-1 
describes  these  aspects  of  the  proposal. 

Regional  AlUances.  These  entities  would  be  estab- 
lished by  the  states  as  either  nonprofit  organizations 
or  state  agencies.  They  would  have  nonoverlapping 
jurisdictions  that  could  be  a  portion  of  a  state  or  an 
entire  state  but  could  not  cross  state  boundaries  or 


Box  1-1. 

Health  Plans  Offered  Thrvogh  the  Department  of  Defense, 

the  Department  of  Veterans  Affairs, 

and  the  Indian  Heaith  Serricc 


In  general,  individuals  who  are  currently  eligible  for 
health  services  from  government  agencies  could 
receive  their  standard  benefits  through  health  plans 
offered  by  those  agencies.  Unlike  the  current  situa- 
tion, however,  people  selecting  a  government  plan 
could  not  simultaneously  participate  in  another  plan 
covering  the  standard  benefit  package. 

The  Secretary  of  Defense  would  establish  one  or 
more  Unifonned  Services  Heal±  Plans  that  would 
cover  at  least  all  the  items  and  services  in  the  stan- 
dard benefit  package.  Active-duty  personnel  would 
be  required  to  enroll  in  those  plans,  for  which  they 
would  pay  mimmal  amounts.  Other  people  eligible 
for  military  health  care  would  have  the  choice  of 
enrolling  in  a  military  plan  if  one  was  available,  a 
plan  offered  by  a  regional  or  corporate  alliance  (for 
those  under  age  65),  or  Medicare  (for  those  age  65 
and  over).  Premium  payments  and  other  cost-shar- 
ing requirements  for  people  who  elected  to  enroll  in 
military  plans  could  not  exceed  the  family  share  of 
premiums  and  cost-sharing  amounts  in  health  plans 
offered  through  regional  alliances. 

MiUtary  health  plans  would  receive  premium 
payments  from  Medicare  on  behalf  of  people  en- 
rolled in  the  Supplementary  Medical  Insurance  pro- 
gram who  selected  a  miUtary  plan.  Conversely,  the 
Department  of  Defense  might  make  premium  pay- 
ments on  behalf  of  people  who  were  eligible  for 
military  plans  but  elected  to  participate  in  other 
plans. 

In  a  similar  manner,  veterans  could  elect  to 
enroll  in  health  plans  established  by  the  Department 


of  Veterans  Affairs  (VA).  Those  plans  would  be 
required  to  offer  all  the  items  and  services  in  the  - 
standard  benefit  package,  and  they  would  also  pro- 
vide certain  additional  services  specifically  related  to 
lervice-conDected  conditions.  These  additional  ser- 
vices would  be  available  to  all  veterans  now  eUgible 
for  them,  regardless  of  whether  they  enrolled  in  a 
VAplan. 

Low-income  veterans  and  veterans  with  service- 
connected  disabilities  who  enrolled  in  VA  plans 
would  not  have  to  pay  premiums  or  cost-sharing 
amounts,  but  most  other  veterans  would  pay  amounts 
based  on  rules  established  by  the  regional  alliance  in 
the  area  in  which  the  VA  plan  operated.  VA  health 
plans  would  be  authorized,  but  not  required,  to  enroll 
family  members  of  VA  enrollees  subject  to  their 
paying  the  required  premiums  and  cost-sharing 
amounts.  Veterans  who  chose  to  enroll  in  other 
health  plans  would  have  no  premiums  paid  on  their 
behalf  by  the  VA.  VA  plans  would  be  eUgible  for 
reimbursement  fitnn  Medicare,  but  only  on  behalf  of 
participants  who  were  eligible  for  Medicare,  who 
also  had  no  service-connected  disabihties,  and  who 
were  not  defined  by  the  VA  as  having  low  income. 

The  Indian  Health  Service  (MS)  would  also 
sponsor  plans  covering  the  standard  benefit  package 
for  eligible  Indians,  who  would  not  have  to  pay 
premiums  or  cost-sharing  amounts.  Family  members 
who  were  not  otherwise  eligible  could  enroll  in  MS 
plans  but  would  be  required  to  pay  premiums  and 
cost-sharing  amounts.  The  MS  would  make  no 
payments  for  premiums  or  cost-sharing  amounts  for 
Indians  who  chose  to  enroll  in  non-MS  plans. 
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subdivide  a  metropolitan  area  within  a  state.  Each 
regional  alliance  is  supposed  to  ensure  that  its  resi- 
dents would  have  a  choice  of  the  health  plans  that 
contracted  with  the  alliance,  at  least  one  of  which 
would  be  a  fee-for-service  plan.  The  alliance  would 
also  be  responsible  for  ensuring  that  residents  had 
the  necessary  information  with  which  to  make  in- 
formed choices  and  that  they  enrolled  in  a  health 
plan. 

In  general,  alliances  would  be  required  to  con- 
tract with  all  health  plans  that  met  the  state's  stan- 
dards and  wished  to  offer  insurance  coverage  in 
their  area.  Regional  alUances  could,  however,  re- 
fuse to  contract  with  plans  whose  proposed  premi- 
ums exceeded  120  percent  of  the  target  for  the 
alliance's  per  capita  premium  or  that  had  violated 
previous  contracts  with  the  alliance.  The  alliances 
would  also  collect  funds  fixjra  employers,  house- 
holds, and  governments  and  make  payments  to  the 
plans  chosen  by  participants.  Finally,  they  would 
have  to  meet  federal  requirements  to  keep  their 
average  premiums  at  or  below  specified  targets. 

Corporate  Alliances.  Corporate  alliances  would 
also  have  to  offer  participants  a  choice  of  plans, 
although  that  choice  could  be  more  restricted  than 
in  regional  alliances.  Specifically,  corporate  alli- 
ances would  have  to  offer  at  least  one  traditional 
fee-for-service  plan  and  at  least  two  others  of  a 
different  type,  such  as  health  maintenance  organiza- 
tions (HMOs).  Like  regional  alliances,  their  respon- 
sibilities would  include  collecting  and  disseminating 
information  about  health  plans  and  their  outxx)mes, 
as  well  as  meeting  federaJly  determined  targets  for 
cost  containment 

Medicare  and  the  Alliance  System.  The  Medicare 
program  would  generally  continue  to  function  out- 
side the  system  of  regional  and  corporate  alliances. 
Enrollment  in  plans  offered  through  the  alliances 
would  be  mandatory,  however,  for  people  eligible 
for  Medicare  if  they  or  their  spouse  were  employed 
at  least  40  hours  a  month.  In  addition,  some  people 
could  elect  to  stay  in  certain  eligible  plans  when 
they  became  entitled  to  receive  Medicare  benefits. 
Finally,  provided  that  they  met  certain  requirements, 
states  would  also  have  the  option  to  integrate  all 
their  Medicare  beneficiaries  into  regional  alliances. 


Medicaid  and  the  Alliance  System.  Medicaid 
beneficiaries  who  receive  cash  welfare  payments 
would  continue  to  be  covered  by  Medicaid  but 
would  receive  services  in  the  standard  benefit  pack- 
age through  health  plans  offered  by  the  regional 
alliances.  These  beneficiaries  could  choose  any 
health  plan  that  charged  an  average  or  below-aver- 
age premium,  would  be  absolved  of  other  payments 
for  premiums,  and  would  have  special  limits  on 
their  cost-sharing  liabilities.  (They  could  choose  a 
more  expensive  plan  by  paying  the  difference  in 
premiums  themselves.)  For  this  group,  the  federal 
and  state  governments  would  also  continue  to  make 
payments  for  benefits  that  Medicaid  now  covers  but 
that  would  not  be  included  in  the  standard  benefit 
package. 

In  general,  Medicaid  beneficiaries  who  do  not 
receive  cash  payments  would  no  longer  obtain  cov- 
erage from  Medicaid,  except  for  long-term  care  and 
cost  sharing  required  by  Medicare.  Instead,  they 
would  benefit  both  from  the  same  subsidies  avail- 
able to  other  low-income  people  obtaining  coverage 
through  the  alliance  and  from  payments  made  by 
their  employers  if  they  were  working.  Almost  all 
children  eligible  for  Medicaid  under  current  law 
would,  however,  continue  to  be  covered  for  those 
services  provided  by  Medicaid  that  would  not  be  in 
the  standard  benefit  package. 

The  Single-Payer  Option  for  States.  The  Admin- 
istration's proposal  would  allow  states  to  opt  out  of 
the  regional  alliance  system  and  establish  a  "single- 
payer"  system  of  health  care  financing  in  which  the 
state  would  pay  all  health  care  providers  directly. 
States  electing  that  option  would  assume  responsi- 
bility for  all  people  who  would  otherwise  have  been 
in  regional  alliances.  They  could  also  choose  to 
enroll  in  their  single-payer  system  all  Medicare 
beneficiaries  and  people  who  would  otherwise  have 
been  in  corporate  alliances. 


Health  Plans 

The  proposal  envisions  that  people  who  obtained 
their  health  insurance  through  alliances  would  select 
from  a  variety  of  plans  that  contracted  with  their 
alliance,  including  fee-for-service  plans,  HMOs,  and 
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point-of-servicc  plans.  Some  people,  however, 
might  not  be  able  to  enroll  in  the  plan  of  their 
choice-for  example,  if  it  was  operating  at  capacity. 
Plans  would  have  to  comply  with  one  of  the  three 
cost-sharing  schedules  that  are  specified  in  detail  in 
the  proposal— lower,  higher,  or  combination  cost 
sharing— as  well  as  other  requirements. 

Requirements  for  Cost  Sharing.  Higher-cost- 
shahng  plans  would  impose  both  specified  deduct- 
ible amounts  and  coinsurance  (calculated  as  percent- 
ages of  the  providers'  fees)  accortiing  to  a  national 
schedule  that  is  specified  in  the  proposal.  The  use 
of  flat  copayments  would  be  prohibited  in  those 
plans.  Lower-cost-sharing  plans  would  have  no 
deductible  amounts  and  no  coinsurance  (except  for 
services  obtained  from  providers  outside  the  plan's 
network  of  providers).  Such  plans  would  charge 
flat  copayment  amounts  for  particular  services  ac- 
cording to  a  fixed  national  schedule  also  included  in 
the  proposal.  Cost  sharing  in  combination  plans 
would  basically  follow  the  lower-cost-sharing  model 
for  in-network  services  and  the  higher-cost-sharing 
model  for  out-of-network  services.  In  all  three 
types  of  plans,  maximum  annual  out-of-pocket 
payments  would  be  the  same:  $1,500  for  an  individ- 
ual and  $3,000  for  a  family. 

Requirements  for  Supplementary  Coverage.  The 

proposal  would  place  strict  requirements  on  supple- 
mentary health  insurance.  Insurers  could  not  offer 
supplementary  policies  that  would  duplicate  cover- 
age offered  in  the  standard  benefit  package.  Any 
policies  to  cover  services  not  included  in  the  stan- 
dard package  would  have  to  be  available  to  all 
applicants,  regardless  of  their  state  of  residence, 
subject  to  capacity  and  financial  constraints.' 

All  plans  available  through  regional  alliances 
would  have  to  offer  their  enroUees  supplementary 
coverage  for  cost-sharing  amounts.'    Lower-  and 


Merobenhip  organizAtiou  ukd  employer!  offenug  such  policies 
could  festrict  them  to  Iheir  memben  tnd  their  own  employees, 
respectively. 

The  proposal  appears  to  profaibit  corporate  alliances  from  offexing 
tuppIemcDtary  cost-sharing  policies,  but  officials  of  the  Adminis- 
tratioQ  have  stated  that  they  intended  to  place  no  constraints  on 
corporate  alliances.  In  fact,  the  proposal  permits  firms  that  formed 
corporate  alliances  to  reimburse  employees  for  those  expenses. 


combination-cost-sharing  plans,  however,  would 
offer  supplementary  coverage  only  for  deductible 
amounts  and  coinsurance  required  for  services  re- 
ceived fiDm  providers  who  did  not  have  contracts 
with  the  plan.  Only  enroUecs  in  a  plan  could  pur- 
chase the  supplementary  coverage  associated  with 
tliat  plan.  Premiums  for  such  coverage  would  have 
to  be  the  same  for  all  enroUees  in  a  plan,  and  they 
would  have  to  reflect  the  expected  increase  in  use 
of  services  that  would  result  from  the  reduced  cost 
sharing.  (Coverage  of  flat  copayments,  as  opposed 
to  coinsurance,  would  not  be  permitted.) 

Certification  Requirements  for  Health  Plans.   In 

order  to  contract  with  a  regional  alliance,  health 
plans  would  have  to  be  certified  by  the  state  in 
which  the  alliance  was  located.  The  criteria  for 
certification  would  encompass  standards  for  quality, 
financial  stability,  and  capacity  to  deliver  the  stan- 
dard benefit  package,  as  well  as  requirements  relat- 
ing to  community  rating,  enrollment,  and  coverage. 
Those  for  community  rating  would  prohibit  plans 
from  varying  premiums  among  residents  of  the 
alliance  area  (except  for  variations  attributable  to 
different  types  of  families— individuals,  couples, 
single-parent  families,  and  two-parent  families). 
The  other  requirements  would  prohibit  medical 
underwriting  and  limitations  on  coverage  so  that  no 
one  would  have  coverage  denied  or  restricted  be- 
cause of  a  preexisting  condition.  Those  require- 
ments would  be  stringent;  a  plan  could  not  termi- 
nate or  restrict  coverage  for  any  reason,  even  if 
enroUees  did  not  pay  their  premiums.' 

Corporate  alliances  could  either  contract  with 
state-certified  plans  or  offer  self-insured  plans  that 
met  the  requirements  of  Title  I  of  the  Employee 
Retirement  Income  Security  Act  of  1974.  Those 
plans  would  have  to  meet  requirements  for  commu- 
nity rating,  enrollment,  and  coverage  just  as  plans 
offered  by  regional  aUiances  would. 

Requirements  Relating  to  Essential  Coimnunity 
Providers.  All  health  plans  would  initiaUy  be  re- 
quired to  enter  into  agreements  to  pay  essential 


Plans  could,  however,  obtain  approval  to  limit  enroUriKnt  if  they 
were  operating  at  capacity  or  in  order  to  maintain  their  financial 
stability. 
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community  providers  who  wished  to  have  such 
agreements.  Essentia]  community  providers  could 
either  [>articipate  in  the  plan  or  receive  payments 
from  the  plan  without  having  a  participating  provid- 
er agreemenL  Certification  as  an  essential  commu- 
nity provider  would  be  automatic  for  a  wide  range 
of  private  nonprofit  and  public  providers  that  re- 
ceive funding  under  the  Public  Health  Service  or 
Social  Security  Act*  Certified  providers  would  also 
include  Indian  health  programs  and  providers  of 
school  health  services  that  would  receive  funding 
under  the  proposal,  as  well  as  other  providers  and 
organizations  certified  by  the  Secretary  of  Health 
and  Human  Services  (HHS). 

The  requirement  for  health  plans  to  contract 
with  essential  community  providers  would  end  five 
years  after  an  alliance  first  offered  a  health  plan. 
No  later  Aan  March  2001,  however,  the  Secretary 
of  HHS  would  recommend  to  the  Congress  whether 
to  continue,  modify,  or  terminate  the  requirement 

Requirements  Relating  to  Workers'  Compensa- 
tion and  Automobile  Insurance.  All  health  plans 
that  provided  services  to  enroUees  through  partici- 
pating providers  would  be  required  to  provide  or 
arrange  for  workers'  compensation  services  for  their 
enroUecs.  Workers'  compensation  carriers  would 
reimburse  health  plans  for  those  services.  Workers' 
compensation  services  could,  however,  be  provided 
through  alternative  means  if  the  carrier  and  the 
injured  worker  agreed. 

Similarly,  enrollees  would  generally  receive 
fi'om  their  health  plans  any  medical  benefits  to 
which  they  were  entitled  through  their  automobile 
insurance.  Health  plans  would  be  required  to  ar- 
range for  referral  services,  as  necessary,  to  ensure 
the  appropriate  treatment  for  injured  individuals. 
Automobile  insurance  carriers  would  reimburse 
health  plans  for  those  services.  As  with  workers' 
compensation  insurance,  injured  individuals  and 
carriers  could  agree  to  alternative  arrangements. 


Those  pcoviden  would  include  community  and  migrant  heahfa 
cenien.  providen  of  health  servicet  for  the  homeless  and  people 
in  public  housiDg,  family  plaiming  clinics,  providen  who  treat 
people  with  AIDS  (acquired  immune  deficiency  syndrome)  and 
are  funded  under  the  Ryan  While  Act,  maternal  and  child  health 
providers,  and  federally  qualified  health  centers  and  runi  health 
dinica. 


Federal  Program  Initiatives 
and  Expansions 

In  addition  to  the  itew  program  to  provide  universal 
health  insurance  coverage,  the  Administration's 
proposal  would  create  several  federal  programs  and 
would  expand  others.  Changes  in  tax  policy  (dis- 
cussed in  a  later  section)  would  also  benefit  some 
people,  such  as  those  with  large  expenses  for  long- 
term  care. 


Medicare's  Coverage  of 
Prescription  Drugs 

Starting  in  January  1996,  Medicare's  Supplementary 
Medical  Insurance  (SMI)  benefit  package  would 
cover  prescription  drugs  for  outpatients.  This  new 
benefit  would  have  a  $250  deductible  amount,  20 
percent  coinsurance,  and  an  out-of-pocket  limit  of 
$1,0(X).  The  deductible  and  out-of-pocket  limit 
would  be  adjusted  each  year  to  ensure  that  neither 
the  percentage  of  individuals  satisfying  the  deduct- 
ible nor  the  average  percentage  of  enrollees  receiv- 
ing benefits  would  change. 

Several  new  program  requirements  would  at- 
tempt to  restrain  potential  ex(>enditurcs  for  prescrip- 
tion drugs.  Medicare  would  limit  reimbursement  to 
pharmacists,  generally  paying  them  the  lesser  of  the 
90th  percentile  of  pharmacies'  charges  for  a  particu- 
lar drug  or  their  acquisition  cost  plus  a  dispensing 
fee.  In  addition,  drug  manufacturers  would  have  to 
provide  rebates  to  Medicare  for  aU  nongeneric  drugs 
sold  to  enrollees. 


Home-  and  Community-Based  Services 
for  Severely  Disabled  People 

The  Administration's  proposal  would  establish  a 
new  grant  program  for  the  states  to  provide  home- 
and  community-based  services  for  p)eopIe  with  se- 
vere disabilities.  Although  all  people  who  met  the 
disability  criteria  would  be  eligible  to  receive  ser- 
vices from  this  program,  it  would  not  be  an  entitle- 
ment for  disabled  individuals;  the  number  actually 
receiving  services  would  depend  on  the  amount  of 
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funding  s^ipropriated.  Federal  contributions  to  the 
program,  which  would  be  phased  in  over  seven 
years,  would  be  capped,  and  states  would  be  re- 
quired to  provide  some  funding. 

The  total  federal  budget  for  the  program  would 
be  $45  billion  in  fiscal  year  1996,  rising  to  $38.3 
billion  in  2003.  Increases  in  subsequent  years 
would  reflect  changes  in  the  consumer  price  index 
(CPI)  and  the  size  of  the  disabled  population.  As  in 
Medicaid,  a  state's  share  of  the  funding  would  vary 
according  to  its  per  capita  income,  but  the  share 
would  be  much  lower  than  in  the  Medicaid  pro- 
gram, ranging  from  5  percent  to  22  percent  of  ex- 
penditures for  services.  If  states  transferred  severely 
disabled  people  trom  the  Medicaid  program  to  the 
new  program,  thereby  reducing  federal  expenditures 
for  home-  and  community-based  services  under 
Medicaid,  the  federal  budget  caps  for  the  new  pro- 
gram would  increase  accordingly. 

States  would  have  to  impose  cost-sharing  re- 
quirements on  all  program  participants  on  a  sUding 
scale  according  to  income.  Participants  with  family 
income  below  150  percent  of  the  poverty  level 
would  pay  nothing;  those  with  family  income  at  or 
above  250  percent  of  the  poverty  level  would  pay 
the  maTimiim  cost-sharing  rate  of  25  percent. 


Expansions  in  Medicaid's  Coverage 
of  Long-Term  Care 

Three  features  of  Medicaid's  coverage  of  long-term 
care  would  change  under  the  Administration's  pro- 
posal, two  of  which  would  expand  eligibility  for 
nursing  home  services.  At  their  option,  states  could 
raise  the  amoimt  of  assets  that  may  be  excluded 
when  determining  the  eligibility  of  single  individu- 
als for  nursing  home  services  (the  asset  disregard) 
from  the  current  limit  of  $2,000  to  as  hi^  as 
$12,000.  In  addition,  all  states  would  be  required  to 
grant  eligibility  for  nursing  home  services  to  people 
who  would  meet  the  income  and  asset  requirements 
for  eligibility  if  their  nursing  home  expenses  were 
deducted  from  their  income.  (States  currently  have 
the  option  to  grant  eligibility  to  this  group  of 
people,  but  about  one-third  of  the  states  do  not  do 
so.) 


A  third  provision  would  require  all  states  to 
allow  nursing  home  residents  who  are  Medicaid 
beneficiaries  to  keep  at  least  $50  a  month  for  their 
personal  ne«ds.  Because  almost  half  the  states  now 
set  this  allowance  at  the  minimum  allowed  ($30), 
some  beneficiaries  would  contribute  less  to  the  cost 
of  their  care.  The  federal  government  would  pay 
for  the  resulting  increase  in  Medicaid  spending. 


"Wraparound"  Benefits  for 
Low-Income  Children 

Because  the  current  Medicaid  program  provides  a 
wider  range  of  services  than  those  included  in  the 
standard  benefit  package,  so-called  wraparound 
benefits  (apart  fix)m  long-term  care)  would  be  pro- 
vided to  children  now  eligible  for  Medicaid.  Al- 
though these  benefits  would  be  financed  entirely  by 
the  federal  government,  states'  maintenance-of-effort 
payments  would,  in  effect,  pay  for  roughly  their 
traditional  share  of  costs  for  these  additional  ser- 
vices for  children  in  families  receiving  cash  welfare 
benefits.  Thus,  the  federal  government  would,  in 
effect,  take  over  the  financing  of  these  additional 
services  only  for  children  in  families  who  did  not 
receive  cash  benefits. 

Expenditures  for  these  benefits  would  be 
limited,  however,  based  on  the  combined  fiscal  year 
1993  federal  and  state  spending  for  them.  This 
limit  would  be  updated  to  account  for  changes  in 
the  number  of  eligible  children  and  adjusted  by 
Medicaid-specific  inflation  factors  through  1998  and 
by  the  "general  health  care  inflation  factor"  com- 
bined with  the  rate  of  growth  in  the  population 
under  age  65  thereafter.' 


For  the  1996-2000  period,  Ihe  'genenl  healtb  cue  inflation  ftcur" 
would  be  the  iocRue  in  the  CPI  pliu  ipecific  uoounti-U  per- 
centage points  in  19%,  1  percenuge  point  in  1997,  0.5  percentage 
point  in  1998,  and  zero  in  1999  and  2000.  After  2000.  if  the 
Congress  did  not  act,  the  default  factor  would  be  the  penxntage 
increase  in  the  CPI  combined  with  the  percentage  growth  in  real 
gross  domestic  product  per  capita.  (An  actuarial  adjustment  would 
alio  be  made  in  2001.) 
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Funding  for  Graduate  Medical 
Exlucation  and  Pa3rnments  to 
Academic  Health  Centers 

The  Administration's  proposal  would  restructure  the 
current  system  of  federal  subsidies  for  graduate 
medical  education  and  academic  health  centers  (and 
teaching  hospitals)  to  account  for  the  special  costs 
they  incur.  It  would  emphasize  the  training  of  pri- 
mary care  physicians;  both  the  alliances  and  Medi- 
care would  help  to  pay  for  the  training  of  physi- 
cians. The  proposal  would  also  authorize  $200  mil- 
lion a  year  for  graduate  nursing  education  and  $400 
million  a  year  for  Public  Health  Service  programs 
for  the  training  of  minorities  and  of  health  profes- 
sionals q)ecializing  in  primary  care. 

A  new  National  Council  on  Graduate  Medical 
Education  would  authorize  the  number  of  residency 
positions,  by  specialty,  in  graduate  medical  educa- 
tion programs  that  received  federal  funding.  At 
least  55  percent  of  residents  who  completed  eligible 
residency  programs  would  have  to  be  in  primary 
care-that  is.  in  family  medicine,  general  internal 
medicine,  general  pediatrics,  or  obstetrics  and  gyne- 
cology. That  requirement  would  first  hold  for  resi- 
dents entering  training  in  the  1998-1999  academic 
year. 

Funding  for  the  direct  costs  of  approved  training 
programs  for  physicians  would  be  $3.2  bUlion  in 
calendar  year  1996,  rising  to  $5.8  billion  in  both 
1999  and  2000.  In  subsequent  years,  the  amount 
would  be  the  previous  year's  level  increased  by  the 
general  health  care  inflation  factor.  Under  the  Ad- 
ministration's proposal.  Medicare  would  contribute 
$1.5  billion  in  fiscal  year  1996.  $1.6  billion  in  1997 
and  1998,  and  the  1998  level  increased  by  the  CPI 
in  subsequent  years.  Thus,  Medicare's  relative  con- 
tribution would  probably  decline  after  2000  since 
total  payments  would  almost  certainly  be  rising  fast- 
er than  Medicare's  contribution. 

Medicare's  relative  contribution  to  payments  to 
academic  health  centers  (and  teaching  hospitals)  for 
the  indirect  costs  of  graduate  medical  education 
would  also  probably  decline  over  time.  Such  pay- 
ments would  total  $3.1  biUion  in  calendar  year 
1996,  rise  to  $3.8  billion  in  2000,  and  then  increase 


in  subsequent  years  by  the  general  health  care  infla- 
tion factor.  Of  these  amounts,  Medicare  would  pay 
$2.1  billion  in  fiscal  year  1996.  $2.0  billion  in  1997 
and  1998,  and  that  amount  inflated  by  the  CPI  in 
subsequent  years.  The  remaining  funding  for  both 
the  direct  and  indirect  costs  of  graduate  medical 
education  would  come  as  needed  from  a  1 .5  percent 
assessment  on  total  premiums  paid  to  regional  and 
multiemployer  corporate  alliances  and  from  part  of 
the  1  percent  tax  on  the  total  payrolls  of  all  other 
employers  who  established  corporate  alliances. 


Expansion  of  the  WIC  Program 

The  proposal  would  establish  a  special  Treasury 
fund  subject  to  discretionary  appropriations  that,  in 
addition  to  the  regular  appropriations  for  the  Special 
Supplemental  Food  Program  for  Women,  Infants, 
and  Children  (WIC),  would  help  bring  the  program 
up  to  full  funding  by  the  end  of  fiscal  year  1996 
and  then  maintain  full  funding  levels.  To  that  end, 
the  Secretary  of  the  Treasury  would  credit  atmual 
amounts  to  the  fund  totaling  $1.85  billion  over  the 
1996-2000  period.  These  annual  amounts  would  be 
available  for  spending,  however,  only  if  the  regular 
appropriation  for  the  year  provided  new  budgetary 
authority  for  WIC  at  levels  specified  in  the  pro- 
posal. 


Public  Health  Service  Initiatives 

Activities  of  the  Public  Health  Service  would  ex- 
pand significantly  in  a  number  of  areas  ranging 
from  biomedical  and  behavioral  research  to  health 
services  for  medically  underserved  populations.  To 
accomplish  that  expansion,  funding  for  a  Public 
Health  Service  Initiative  would  be  authorized. 


Financing  Provisions 

Premiums  paid  by  employers  and  households  and 
payments  by  the  federal  and  state  governments 
would  finance  the  insurance  coverage  obtained 
through  the  alliances.  Employers  would  pay  premi- 
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ums  for  all  employees  who  worked  at  least  40  hours 
a  month.'  Except  for  Medicaid  beneficiaries  who 
receive  cash  assistance,  nonelderly  individuals  and 
families  would,  in  general,  be  responsible  for  paying 
the  part  of  the  premium  diat  was  not  contributed  by 
employers.  Families  with  ik>  workers,  or  with  self- 
employed  wOTkers  only,  would  be  responsible  for 
the  entire  premium  for  the  plans  they  selected. 

Government  subsidies  would  be  available,  how- 
ever, for  low-income  people  and  for  people  between 
the  ages  of  55  and  64  who  had  retired  from  the  la- 
bor force.  Employers,  except  for  those  that  formed 
corporate  alliances,  would  be  entitled  to  subsidies 
that  ensured  that  their  payments  for  health  insurance 
premiums  did  not  exceed  certain  fractions  of  their 
payroll. 

The  costs  of  financing  the  subsidies,  expanding 
the  Medicare  program,  and  augmenting  various 
mandatory  and  discretionary  federal  health  programs 
would  be  covered  by  states'  maintenance-of-effort 
payments,  higher  SMI  premiums,  an  increase  in  the 
excise  tax  on  tobacco,  an  assessment  on  the  payroll 
of  firms  that  established  corporate  alliances,  and 
other  assessments  and  tax  changes,  as  well  as  by 
various  reductions  in  the  Medicare  and  Medicaid 
programs. 


Premiums  Paid  to  Alliances 

The  premiums  charged  by  any  health  plan  offered 
through  a  regional  alliance  for  the  standard  benefit 
package  could  vary  only  by  the  type  of  family  (indi- 
vidual, couple,  one-parent  family,  and  two-parent 
family);  they  could  not  vary  by  age,  sex,  or  health 
status.  Premiums  fw  plans  offered  by  a  corporate 
alliance,  however,  could  also  vary  by  geographic 
area.  Moreover,  the  relationship  among  premiums 
for  different  types  of  families  would  be  fixed  and 
uniform  across  aU  regional  alliances.    For  example. 


the  premium  for  a  couple  would  have  to  be  twice 
that  for  an  individual  in  the  same  plan.^ 

The  distribution  of  premium  payments  among 
families  and  employers  would  be  based  on  the 
premise  that  employers  should  pay  about  80  percent 
of  the  premium  for  full-time  workers,  and  families 
the  remaining  20  percent.  The  actual  proportions 
would  vary,  however,  for  several  reasons. 

Every  family  who  enrolled  in  a  plan  offered  by 
a  regional  alliance  would  be  assigned  an  "alliance 
credit  amount"  that  would  equal  80  percent  of  the 
weighted  average  premium  in  the  alliance  for  that 
type  of  family.  The  weighted  average  premium  for 
a  specific  family  type  would  be  calculated  by  aver- 
aging premiums  for  that  family  type  for  all  the 
plans  in  the  alliance,  weighting  the  premiums  by  the 
niunber  of  families  of  that  type  in  each  plan.  The 
family's  portion  of  the  premium  would  be  the  dif- 
ference between  the  premium  for  the  plan  selected 
by  the  family  and  the  alliance  credit  amount,  subject 
to  various  other  adjustments,  including  subsidies. 

In  contrast,  an  employer's  payment  would  not 
equal  the  alliance  credit  amotmt  because  families 
contain,  on  average,  more  than  one  worker  for 
whom  some  employer  would  be  paying  premiums. 
An  employer's  payments  would  also  not  be  deter- 
mined by  the  premiums  of  the  particular  plans  se- 
lected by  its  employees.  Rather,  for  full-time  work- 
ers in  a  specific  family  type,  each  employer's  pay- 
ments would  take  into  account  the  number  of  work- 
ers of  that  family  type  in  the  alliance-for  example, 
the  more  two-parent  families  there  were  with  two 
full-time  workers,  the  smaller  the  proportion  of  the 
80  percent  employer  share  any  particular  employer 
would  have  to  pay.* 

More  specifically,  setting  aside  the  possibility  of 
other  adjustments  (such  as  the  subsidies  for  firms 
that  are  described  below),  an  employer's  payments 
would  be  calculated  as  follows: 


Two  uctptioas  an  diiJdreii  under  iigc  18  nxl  fiill-time  itudenti 
under  age  24  wbo  nt  depeodeot  oo  tbeir  parents;  they  would  be 
covered  by  their  parents'  pobcies  even  if  they  were  employed. 

Each  corporaiE  alliance  would  have  some  discretioo.  but  all  plans 
it  ofTcred  within  the  same  geographic  area  would  have  to  have  the 
same  relationship  among  premiums  for  different  types  of  families. 


lo  calculating  these  payments,  families  with  members  eligible  for 
Aid  to  Families  with  Dependent  Children.  Supplemental  Security 
Income,  or  Medicare  would  be  excluded.  In  addition,  an  em- 
ployer's payments  would  be  scaled  proportionately  for  part-time 
worken,  defined  to  be  thoae  who  work  between  10  and  30  hours 
per  week. 
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o  For  individuals,  the  amount  paid  by  each  em- 
ployer would  be  80  percent  of  the  weighted 
average  premium  for  single  individuals  in  the 
alliawf 

o  For  couples,  the  amount  would  be  80  percent  of 
the  total  premium  payments  for  couples  (that  is, 
the  number  of  couples  in  the  alliance  multiplied 
by  the  alliance's  weighted  average  premium  for 
couples)  divided  by  the  number  of  couples  plus 
the  number  of  "extra  workers."  Extra  woiiers 
are  the  full-time-equivalent  workers  in  couples 
with  more  than  one  working  member.  This 
complicated  formulation  means  that  the  amount 
an  employer  would  pay  per  worker  would  be 
reduced  as  the  number  of  workers  in  the  alli- 
ance who  were  part  of  a  couple  rose  relative  to 
the  number  of  couples.  The  reductions  in  an 
employer's  payments  from  this  adjustment, 
which  derives  primarily  from  the  presence  of 
two-woricer  couples,  would  be  spread  among 
couples  without  a  worker  or  with  only  one  part- 
time  or  full-time  worker. 

o  For  both  single-  and  two-parent  families,  an 
employer's  payments  would  equal  80  percent  of 
the  combined  total  premiimi  payments  for  both 
family  types  divided  by  the  sum  of  the  number 
of  single-parent  families,  the  number  of  two- 
parent  families,  and  the  number  of  extra  work- 
ers in  two-parent  families.  The  aggregation  of 
single-  and  two-parent  families  would  ensure 
that  an  employer  paid  the  same  amount  for 
employees  in  families  with  children,  regardless 
of  the  number  of  parents  in  the  family. 

Unlike  employers  in  regional  alliances,  those 
that  formed  corporate  alliances  would  pay  an 
amount  similar  to  the  alliance  credit  amount- 
namely,  80  percent  of  the  weighted  average  pre- 
mium in  the  corporate  alliance  for  employees  in 
each  type  of  family.  (Because  the  corporate  alliance 
would  receive  payments  for  spouses  eligible  to 
enroll  in  other  alliances,  however,  the  cost  per 
worker  would  be  reduced  in  much  the  same  way  as 
for  an  employer  in  a  regional  alliance.)  An  excep- 
tion would  apply  to  full-time  workers  with  average 
annual  earnings  of  less  than  $15,000  (indexed  by 
the  CPI  after  1994).  For  these  workers,  the  em- 
ployer would  have  to  pay  the  greater  of  80  percent 


of  the  weighted  average  premium  or  95  percent  of 
the  premium  of  the  lowest-cost  plan  offered  by  the 
corporate  alliance  that  had  either  lower  or  combina- 
tion cost  sharing. 

Employers  in  either  regional  or  corporate  alli- 
ances could  pay  more  than  the  reqiiired  minimum 
amounts  on  behalf  of  their  employees,  but  their 
additional  payments  for  the  standard  benefit  package 
could  not  exceed  the  amount  of  the  family  share  for 
the  highest-cost  plan  in  the  alliance.  If  an  employer 
chose  to  pay  more,  the  amounts  its  employees  owed 
would  be  reduced  correspondingly.  Such  voluntary 
payments  would  have  to  be  equal  for  all  employees 
in  the  same  type  of  family,  however,  regardless  of 
the  plans  that  were  selected.  Moreover,  if  the  em- 
ployer's payments  totaled  more  than  the  premium  of 
the  plan  selected  by  the  employee,  the  difference 
would  be  returned  to  the  employee  (and  included  in 
taxable  income). 

Individuals  and  families  would  be  responsible 
for  the  family  share  of  the  premium-that  is,  the 
difference  between  the  premium  charged  by  the  plan 
they  selected  and  the  alliance  credit  amount-unless 
their  employers  paid  more  than  the  required  mini- 
mum. For  most  individuals  and  families,  their 
obligation  would  average  about  20  percent  of  the 
total  premium  costs,  but  it  could  be  more  or  less 
depending  on  whether  they  selected  a  plan  with  an 
above-  or  below-average  cost. 

Individuals  and  families  with  no  worker  or  only 
a  part-time  worker  would  be  responsible  for  some 
or  all  of  the  employer  portion,  as  well  as  the  family 
portion,  of  their  premiums.'  The  self-employed 
would  pay  7.9  percent  of  their  self-employment 
income  or  the  employer  portion,  whichever  was 
lower,  even  if  their  family  had  another  full-time 
worker.  (The  required  percentage  would  be  lower  if 
they  were  eligible  for  the  subsidies  provided  to  low- 
wage  firms  that  are  discussed  below.) 

If  some  employers  and  families  did  not  pay  the 
premiums  they  owed  to  regional  alliances,  other 


9.  A  family  would  not  be  responsible  for  Ibe  employer  share  if  one 
of  its  members  was  employed  full  time  for  that  mooth  or  if  two 
memben  worked  part  lime  and  their  combined  hours  of  employ- 
menl  totaled  at  least  120  thai  month. 
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employers  and  families  in  those  alliances  would 
bear  the  consequences.  Each  year,  an  alliance 
would  estimate  the  amount  of  premiums  that  it 
would  be  unlikely  to  collect,  adjusted  for  over-  or 
underestimates  in  the  previous  year.  It  would  then 
adjust  the  premiums  for  each  type  of  family  by  the 
same  proportion  in  order  to  collect  the  desired  total 
from  those  expected  to  pay  the  amounts  they  owed. 


Subsidies 

The  obligation  to  pay  premiums  that  the  Adminis- 
tration's proposal  would  place  on  employers  and 
families  would  be  reduced  by  a  variety  of  subsidies 
designed  to  assist  low-income  families  and  em- 
ployers. These  subsidies  would  be  available  only 
for  families  that  obtained,  and  employers  thai  paid 
for,  coverage  through  regional  alliances.  In  other 
words,  employers  that  established  corporate  alli- 
ances would  not  be  eligible  for  subsidies  and  would 
have  to  keep  the  amounts  paid  by  their  low-income 
employees  below  certain  limits. 

Subsidies  for  Families.  Families  receiving  benefits 
from  Aid  to  Families  with  Dependent  Children 
(AFDC)  or  Supplemental  Security  Income  (SSI)  and 
people  whose  income  was  below  a  very  low  thresh- 
old ($1,000  in  1994,  inflated  by  the  CPI  thereafter) 
would  not  have  to  pay  the  family  portion  of  the 
premium  for  plans  with  premiums  at  or  below  the 
weighted  average  for  that  type  of  family.  The  fam- 
ily's maximum  obligation  would  rise  with  income 
so  that  at  150  percent  of  the  poverty  level  a  family 
would  pay  the  lesser  of  20  percent  of  the  weighted 
average  premium  or  3.9  percent  of  income.  Pay- 
ments for  the  family  portion  would  be  limited  to  3.9 
percent  of  income  for  all  families  with  income 
below  $40,000  (in  1994,  inflated  by  the  CPI  there- 
after). If  no  plan  with  a  premium  at  or  below  the 
weighted  average  was  available  (for  example,  be- 
cause all  such  plans  were  at  capacity),  the  family's 
obligation  would  stay  the  same  and  the  amount  of 
the  government  subsidy  would  increase. 

Subsidies  would  also  be  available  for  individ- 
uals and  families  who  were  responsible  for  paying 
part  or  all  of  the  employer  share  of  their  premiums 
and  for  the  self-employed  who  worked  part-time 


and  whose  remaining  obligation  for  the  employer 
share  was  not  met  by  the  work  of  other  family 
members.  The  subsidies  would  be  set  on  a  sliding 
scale  and  would  be  phased  out  when  nonwage  in- 
come—which includes  items  such  as  rents,  interest, 
and  dividends— reached  250  percent  of  the  poverty 
level. 

Families  in  regional  alliance  plans  who  had 
income  below  150  percent  of  the  poverty  level 
would  also  be  eligible  for  reductions  in  cost  sharing 
if  they  lived  in  areas  in  which  no  lower-  or  combi- 
nation-cost-sharing plan  was  available  at  a  cost  that 
did  not  exceed  the  weighted  average  premium  for 
their  type  of  family.  Families  meeting  those  criteria 
would  be  obligated  only  for  the  cost-sharing 
amounts  they  would  have  paid  if  they  were  enrolled 
in  lower-cost-sharing  plans.  Regional  alliances 
would  pay  the  remainder  to  the  plans.  Special 
subsidies  for  cost  sharing  would  also  apply  to  Med- 
icaid beneficiaries,  who  would  pay  only  20  percent 
of  the  copayment  amounts  required  by  lower-  or 
combination-cost-sharing  plans.  The  plans  them- 
selves would  generally  finance  the  cost-sharing 
subsidies  for  Medicaid  beneficiaries. 

Early  retirees  who  would  be  eligible  for  Medi- 
care's Hospital  Insurance  (HI)  benefits  when  they 
turned  65  would  receive  special  subsidies  for  their 
premiums.  (Early  retirees  would  be  people  between 
the  ages  of  55  and  64  who  were  not  employed  fiill 
time.)  Spouses  under  age  65  who  were  not  em- 
ployed and  other  dependents  of  early  retirees  would 
also  be  subsidized.  Retirees  in  these  families  would 
be  entitled  to  government  subsidies  covering  the 
employer  share,  leaving  them  to  pay  only  the  differ- 
ence between  the  premium  for  the  plans  they  chose 
and  the  alliance  credit  amount  The  subsidies  would 
be  reduced  by  employers'  payments  for  retirees  or 
their  spouses  who  worked  part  time.  If  the  spouse 
of  a  retiree  worked  full  time,  no  government  sub- 
sidy would  be  necessary. 

Subsidies  for  Finns.  The  Administration's  pro- 
posal would  also  place  limits  on  the  premiums  paid 
by  employers  in  regional  alliances.  With  the  excep- 
tion of  the  federal,  state,  and  local  governments, 
which  would  not  be  entitled  to  caps  on  their  pre- 
mium payments  for  employees  until  2002,  an  em- 
ployer's premium  payments  to  regional  alliance 
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plans  would  generally  not  exceed  7.9  percent  of 
payroll.'" 

Small,  low-wage  employers  would  have  lower 
ca{)S,  which  would  vary  according  to  both  the  size 
of  the  firm  and  its  wage  level.  The  lowest  propor- 
tion of  payroll  (3.5  percent)  would  be  paid  by  firmis 
with  fewer  than  25  full-time-equivalent  employees 
and  average  annual  wages  per  full-time-equivalent 
employee  of  not  more  dian  $12,000.  The  em- 
ployers' obligation  would  increase  to  reach  7.9  per- 
cent for  firms  with  75  or  more  employees  or  aver- 
age wages  of  more  than  $24,000.  The  proportion  of 
small  employers  that  would  be  eligible  for  these 
additional  subsidies  would  fall  over  time  because 
the  wage  thresholds  on  which  the  subsidies  are 
based  would  not  be  indexed. 


Changes  in  the  Internal  Revenue  Code 

Receipts  from  a  variety  of  sources  would  finance 
the  Administration's  proposal,  although  some  new 
tax  incentives  would  reduce  revenues.  Detailed  in- 
formation on  the  amendments  to  the  Internal  Reve- 
nue Code  contained  in  the  Administration's  prop>osal 
is  available  in  a  recent  publication  from  the  Joint 
Committee  on  Taxation."  Therefore,  only  a  sum- 
mary of  those  provisions  is  provided  here. 

One  provision  would  increase  the  excise  tax  on 
cigarettes  by  75  cents  per  pack  and  the  taxes  on 
other  tobacco  products  by  approximately  the  same 
amount  per  pound  of  tobacco  content.  In  addition, 
employers  that  no  longer  had  to  pay  for  their  re- 
tirees' health  coverage  would  have  to  pay  a  tempo- 
rary assessment  Employers  that  established  corpo- 
rate alliances  would  be  required  to  pay  a  1  percent 
payroll  tax,  in  part  to  help  pay  for  the  federal  grants 
for  graduate  medical  education,  nursing  education, 
and  academic  health  centers.  Multiemployer  corpo- 


10.  Employers  eligible  to  establish  oxponle  «11iinrfi  tfail  date  to 
paiticipate  in  •  regional  alliance  would  no!  be  eligible  for  ttaeae 
subsidies  for  ibe  first  four  yean.  Tbe  nibsidiea  would,  however, 
be  phased  in  during  tbe  next  four  year*. 

11.  Joint  Committee  on  Taxation.  Dtscriptiai  aid  Analysis  of  TIrle 
V7/  ojH.K  3600,  S.  1757,  and  S.  1775  CHealOi  Security  Aa'). 
JCS-20-93  (December  20.  1993). 


rate  alliances  and  regional  alliances  would  have  to 
pay  a  1.5  percent  assessment  on  premiums  for  the 
same  purposes. 

Other  provisions  would  broaden  the  definition 
of  the  tax  base  for  self-employed  people.  First, 
more  business  income  of  shareholders  in  S  corpora- 
tions would  be  treated  as  "wages"  for  the  purpose  of 
calculating  the  corporation's  eligibility  for  subsidies 
of  its  premiums.  Specifically,  individuals  who 
owned  more  than  2  percent  of  the  stock  in  an  S  cor- 
poration and  who  participated  materially  in  the  busi- 
ness would  have  their  distributive  share  of  the 
corporation's  income  finm  the  service-related  busi- 
ness treated  as  wages  for  this  purpose.  Likewise, 
more  business  income  of  limited  partners  in  partner- 
ships would  be  treated  as  wages  for  tbe  same  pur- 
pose. The  added  income  of  S  corporation  share- 
holders and  limited  partners  would  also  become 
subject  to  employment  taxes.  These  changes  would 
not  only  reduce  subsidies  for  employers  but  would 
also  increase  payroll  tax  receipts  (as  well  as  future 
benefits  bom  Social  Security  and  unemployment 
insurance). 

The  proposal  would  also  require  all  state  and 
local  employees  to  pay  Medicare's  HI  payroll  tax. 
Currently,  workers  hired  before  April  1,  1986,  in 
states  that  do  not  have  a  voluntary  participation 
agreement  with  the  federal  government  do  not  pay 
this  tax,  although  many  are  eligible  for  Medicare's 
benefits  through  their  spouse  or  nongovernmental 
employment  The  increase  in  Medicare's  revenue 
from  this  proposal  would  be  partially  offset  by  high- 
er future  spending  because  more  people  would  par- 
ticipate in  the  program. 

Two  other  provisions  would  reduce  subsidies 
received  by  high-income  retirees.  Medicare  en- 
rollees  with  modified  adjusted  gross  income  above  a 
specified  threshold  amount  ($90,000  for  single  tax- 
payers and  $115,000  for  married  taxpayers  filing  a 
joint  return)  would,  in  effect,  have  to  pay  higher 
premiums  for  Supplementary  Medical  Insurance. 
The  maximum  SMI  premium  for  high-income  Medi- 
care beneficiaries  would  cover  about  75  percent  of 
the  average  benefits  per  enrollec,  up  firjm  the  cur- 
rent level  of  about  25  percent  In  addition,  high- 
income  early  retirees  who  would  otherwise  be  eli- 
gible to  receive  subsidies  for  the  employer  share  of 
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their  health  insurance  premiums  would  be  required 
to  pay  that  share  themselves. 

The  AdministratioD's  proposal  would  leave  the 
tax  treatment  of  employers'  payments  for  health 
benefits  largely  imtouched  until  2004.  As  imder 
current  law,  the  proposal  would  allow  the  exclusion 
from  employees'  incomes  of  employers'  payments 
for  the  standard  benefit  package  and  for  cost-sharing 
amounts  under  the  standard  package,  including 
premiums  for  cost-sharing  supplements.  But  the 
proposal  would  expand  the  exclusion  for  employers' 
payments  for  qualified  long-term  care  insurance. 

Begiiming  in  2004,  employer-paid  premiums  for 
supplementary  coverage  of  additional  services 
would  no  longer  be  excludable  from  employees' 
income  for  income  tax  and  payroll  tax  purposes.  In 
keeping  with  that  provision,  beginning  in  1997, 
coverage  provided  through  flexible  spending  ac- 
counts would  be  tax-exempt  only  for  benefits  re- 
lated to  the  standard  package.  Also  beginning  in 
that  year,  employers  generally  could  not  include 
health  benefits  in  "cafeteria"  plans. 

If  employers  chose  to  pay  more  of  their  employ- 
ees' premiums  than  the  minimum  required,  they 
would  have  to  make  equal  voluntary  payments  for 
all  employees  in  the  same  type  of  family.  Thus,  the 
employer's  total  payment  could  exceed  the  total 
premium  of  the  plan  selected  by  an  employee.  In 
such  a  case,  the  employee  would  be  entitled  to  a 
cash  rebate  that  would  be  subject  to  both  income 
and  payroll  taxes. 

The  proposal  also  would  expand  the  income  tax 
subsidy  for  health  insurance  purchased  by  the  self- 
employed;  it  would  do  so  by  making  permanent  and 
later  increasing  a  tax  deduction  for  health  insurance 
premiums.  The  proposal  would  reinstate  the  25 
percent  deduction  that  expired  at  the  end  of  1993 
and  increase  it  to  100  percent  of  premiums  for  the 
standard  benefit  package  beginning  in  1997  (or 
1996  if  the  state  had  begtm  participating  in  the  new 
system). 

By  contrast,  the  proposal  would  put  tighter 
limits  on  deductions  for  taxpayers  who  prepaid  their 
health  insurance  premiums.  If  taxpayers  made  those 


premium  payments  or  other  payments  for  medical 
care,  the  benefits  from  which  would  extend  for 
more  than  a  year  after  the  payment,  that  amount 
would  be  treated  as  having  been  paid  on  a  pro  rata 
basis  over  the  period  in  which  the  benefits  were 
received.  That  provision  would  preclude  taxpayers 
from  claiming  a  large  tax  deduction  for  a  lump-sum 
payment  fot  future  health  benefits. 

Three  tax  provisions  related  to  long-term  care 
would  lower  revenue.  One  such  provision  would 
provide  tax  relief  for  individuals  with  high  expenses 
for  long-term  care,  and  another  would  offer  a  tax 
subsidy  to  encourage  people  to  purchase  private 
insurance  for  long-term  care.  Taxpayers  could 
claim  an  itemized  deduction  for  spending  on  quali- 
fied long-term  care  services  provided  to  themselves, 
their  spouses,  or  dependents  for  which  they  had  not 
been  reimbursed,  if  those  expenses  plus  their  other 
qualified  medical  expenses  exceeded  7.5  percent  of 
their  adjusted  gross  income.  Premiums  for  qualified 
long-term  care  policies  would  also  count  as  quali- 
fied medical  expenses  for  purposes  of  itemized 
deductions.  And  as  mentioned  above,  the  exclusion 
of  an  employer's  payment  of  premiums  for  qualified 
long-term  care  policies  from  an  employee's  income 
would  be  expanded;  benefits  received  from  such 
policies  would  also  be  excluded  fit>m  income. 

Other  tax  provisions  in  the  Administration's 
proposal  include  changing  the  tax  treatment  of  ac- 
celerated death  benefits  under  life  insurance  con- 
tracts, providing  tax  incentives  to  encourage  primary 
care  physicians  to  practice  in  areas  designated  as 
having  a  shortage  of  health  professionals,  and  giv- 
ing tax  credits  for  personal  assistance  services  for 
disabled  workers. 


Reductions  in  the  Medicare  Program 

A  major  part  of  the  funding  for  the  proposal  would 
come  from  reductions  in  the  Medicare  program. 
Some  of  them  would  affect  the  Hospital  Insurance 
program,  some  would  affect  the  Supplementary 
Medical  Insurance  program,  and  some  would  affect 
both.  (Increases  in  SMI  premiums  for  high-income 
enrollees  were  discussed  above  because  they  would 
be  collected  through  the  income  tax  system.) 
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Spending  for  the  HI  program  would  be  reduced 
{nimaiily  because  payment  rates  to  providers  would 
be  lower  than  under  current  law.  Specific  provi- 
sions of  the  proposal  would: 

o  Reduce  the  updates  to  the  per-case  rates  used  by 
Medicare's  prospective  payment  system  (PPS), 
which  pays  for  inpatient  hospital  services,  for 
fiscal  years  1997  through  20(X); 

o  Eliminate  the  adjustment  to  PPS  payments  for 
the  indirect  costs  of  patient  care  that  are  related 
to  hospitals'  medical  education  programs-al- 
though  a  portion  of  the  amount  that  would  have 
been  paid  under  this  adjustment  would  be  trans- 
ferred to  the  fund  for  academic  health  centers; 

o  Reduce  the  base  payment  rates  for  capital- 
related  costs  of  inpatient  hospital  services  and 
reduce  the  updates  applied  to  those  payment 
rates  for  fiscal  years  1996  through  2003; 

o  In  states  that  were  participating  in  the  proposed 
new  health  care  system,  revise  and,  on  average, 
reduce  the  PPS  payment  adjustment  for  hospi- 
tals that  treat  a  disproportionately  large  share  of 
low-income  patients;  and 

o  Reduce  the  updates  to  some  payment  rates  for 
skilled  nursing  facilities  in  fiscal  year  1996. 

The  largest  reductions  in  spending  for  the  SMI 
program  compared  with  current  law  would  result 
firom  lower  payments  for  physicians.  The  specific 
provisions  would: 

o  Establish  goals  for  cumulative  expenditures  for 
physicians'  services.  Currently,  the  target  rate 
of  growth  for  each  year  is  based  on  the  prior 
year's  actual  rate  of  growth  in  outlays  for  physi- 
cians' services,  without  regard  to  the  prior 
year's  target  rate  of  growth.  Under  this  pro- 
posal, the  growth  target  for  outlays  for  physi- 
cians' services  would  be  built  on  a  designated 
base-year  target  (fiscal  year  1994)  and  updated 
aimually  for  changes  in  enrollment  and  inflation 
but  not  for  actual  growth  in  ou'Jays  above  or 
below  the  targets  for  prior  years. 


o  Institute  a  new  system  for  setting  the  target  rate 
of  growth  for  payments  to  physicians.  The  new 
system  would  both  substitute  the  average  rate  of 
growth  in  real  gross  domestic  product  (GDP) 
per  capita  (plus  1.5  percentage  points  for  pri- 
mary care  services  only)  for  a  measure  of  the 
change  in  the  volume  and  intensity  of  services 
provided  by  physicians  during  the  previous  five 
years,  and  eliminate  the  annual  percentage  re- 
duction known  as  the  performance  standard 
factor. 

o  Eliminate  the  floor  on  the  reduction  permitted  in 
the  default  update  for  physicians'  payment  rates. 
Currently,  there  is  no  upper  limit  on  incrwases  in 
physicians'  fees  under  the  default  update  form- 
ula, but  fees  caimot  decrease  by  more  than  5 
percentage  points. 

o  Reduce  the  conversion  factor  for  the  fee  sched- 
ule for  services  (except  for  primary  care)  pro- 
vided by  physicians  by  3  percent  in  1995.  The 
conversion  factor  is  a  dollar  amount  that  con- 
verts the  fee  schedule's  relative  value  units  into 
payment  amounts. 

o  Limit  payments  for  physicians'  services  pro- 
vided by  medical  staffs  at  high-cost  hospitals, 
effective  January  1,  1998.  This  proposal  would 
establish  limits  on  Medicare's  payments  for 
physicians'  services  per  inpatient  hospital  ad- 
mission, similar  to  limits  on  payments  for  hospi- 
tal services. 

o  Limit  total  payments  for  certain  outpatient  hos- 
pital services  to  Medicare's  approved  amounts, 
effective  July  1,  1994.  Medicare  enrollecs' 
coinsurance  liabilities  for  hospitals'  outpatient 
services  are  now  based  on  the  hospitals'  actual 
charges  rather  than  on  Medicare's  (typically 
lower)  improved  amount  for  the  services.  Be- 
cause Medicare  usually  pays  80  percent  of  the 
approved  amount,  hospitals  often  receive  more 
than  the  total  approved  amount  This  provision 
would  reduce  Medicare's  payments  for  hospi- 
tals' outpatient  services  by  the  amount  of 
patients'  extra  payments  for  coinsurance. 
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o  Require  Medicare  beneficiaries  to  pay  20  per- 
cent coinsurance  for  all  laboratory  services, 
effective  January  1,  1995.  Medicare  currently 
does  not  require  copayments  for  clinical  labora- 
tory services,  although  most  other  SMI  services 
are  subject  to  a  20  percent  coinsurance  require- 
ment 

o  Establish  a  competitive  acquisition  process  for 
magnetic  resonance  imaging  tests,  computerized 
axial  tomography  scans,  oxygen  and  oxygen 
equipment,  laboratory  services,  and  other  items 
at  the  discretion  of  the  Secretary  of  HHS,  effec- 
tive January  1,  1995.  If  competitive  bidding  did 
not  reduce  average  prices  for  those  services  by 
at  least  10  percent,  the  Secretary  would  reduce 
Medicare's  approved  fees  for  those  services  to 
accomplish  the  same  goal. 

The  provisions  that  would  affect  both  Hospital 
Insurance  and  Supplementary  Medical  Insurance  are 
quite  diverse.   They  would: 

o  Retain  Medicare's  role  as  a  secondary  payer  for 
disabled  employees  and  employees  with  end- 
stage  renal  disease  (who  would  be  insured 
through  their  firms).  Under  current  law.  Medi- 
care would  become  the  primary  payer  for  those 
enroUees  as  of  1999. 

o  Establish  new  standards  for  Medicare's  pay- 
ments to  HMOs  and  competitive  medical  plans 
with  risk-sharing  contracts.  Currently,  Medicare 
pays  95  percent  of  the  average  adjusted  per 
capita  cost  (AAPCC)  for  Medicare  enrollees  in 
each  county.  The  program  would  establish  a 
range  around  the  HI  and  SMI  components  of 
the  AAPCC,  varying  irom  80  percent  of  the 
national  average  value  up  to  ISO  percent  for 
SMI  services  and  170  percent  for  HI  services. 
The  intent  would  be  to  encourage  more  HMOs 
to  participate  in  Medicare  whUe  establishing 
reasonable  limits  on  reimbursement  in  counties 
whose  AAPCC  is  high. 

o  Reduce  the  limits  on  payments  for  routine  costs 
for  home  health  services.  In  past  years. 
Medicare's  payments  for  home  health  services 
were  limited  to  no  more  than  112  percent  of 


average  hon>e  health  costs  nationwide.  This 
provision  would  reduce  the  limit  to  100  percent 
of  median  costs  nationwide. 

o  Require  beneficiaries  to  make  a  copayment  of 
10  percent  of  the  average  costs  for  home  health 
visits,  excluding  visits  that  occurred  within  30 
days  of  discharge  from  a  hospital.  Currently, 
Medicare  requires  no  copayment  for  home 
health  visits. 

o  Require  the  Secretary  of  HHS  to  contract  with 
"centers  of  exceUence"  for  the  provision  of 
cataract  and  coronary  by-pass  surgery  and  other 
services  to  Medicare  beneficiaries,  thereby  ex- 
panding current  demonstration  projects  to  all 
urban  areas.  Medicare  would  contract  with  in- 
dividual centers  using  a  flat  payment  rate  for  aU 
services  associated  with  the  affected  surgical 
procedures.  Patients  would  be  encouraged  to 
use  the  centers  through  rebates  equal  to  10  per- 
cent of  the  government's  savings  from  the  cen- 
ters. 


Reductions  in  the  Medicaid  Program 

The  cost  of  the  Medicaid  program  would  be  sub- 
stantially less  than  under  current  law.  The  proposal 
would  terminate  coverage  for  adult  beneficiaries 
who  did  not  also  receive  cash  welfare  benefits  and 
would  limit  the  rate  of  growth  of  the  per  capita 
payments  to  regionsil  alliances  for  beneficiaries  who 
did  receive  cash  benefits,  as  discussed  above.  In 
addition,  the  proposal  would  end  Medicaid's  pay- 
ments to  disproportionate  share  hospitals—those  that 
treat  a  relatively  high  proportion  of  low-income  and 
iminsured  patients-when  the  state  began  partici- 
pating in  the  new  system. 


Issues  of  Governance 

The  Administration's  proposal  would  place  new 
responsibilities  on  the  federal  and  state  govern- 
ments, create  a  variety  of  new  institutions,  and 
specify  a  complex  flow  of  resources  among  those 
institutions. 
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The  Role  of  the  Federal  Government 

The  federal  government  would  play  the  major  role 
in  designing  and  financing  the  proposed  health  care 
system.  Many  of  its  functions  would  be  the  respon- 
sibility of  a  newly  created  National  Health  Board; 
other  important  responsibilities  would  fall  to  the 
Department  of  Health  and  Human  Services  and  the 
Department  of  Labor. 

Functions  of  the  National  Health  Board.     The 

National  Health  Board  would  have  the  mandate  to: 

0    Interpret  the  standard  beneflt  package; 

o  Oversee  the  cost  containment  provisions  for 
regional  alliances  and  certify  that  those  require- 
ments were  met; 

o  Develop  and  implement  eligibility  rules  relating 
to  the  coverage  of  certain  individuals  and  fami- 
lies; 

o  Develop  and  implement  standards  for  a  national 
health  information  system  for  measuring  the 
quality  of  health  care; 

o  Establish  and  assume  responsibility  for  a  system 
to  manage  and  improve  the  quality  of  care; 

0  Develop  the  multiplicative  factors  for  converting 
premium  amounts  for  individuals  into  premiums 
for  couples,  single-parent  families,  and  two- 
parent  families; 

o  Develop  methods  for  adjusting  premium  pay- 
ments to  health  plans  so  that  the  premiums 
reflected  the  health  risks  of  their  enroUees; 

0  Facilitate  the  development  of  a  system  of  re- 
insurance so  that  plans  could  protect  themselves 
against  the  financial  consequences  of  enrolling  a 
disproportionately  large  number  of  people  with 
expensive  medical  conditions; 

o  Develop  capital  standards  for  health  plans  that 
contract  with  regional  alliances; 

o  Develop  standards  for  state  guaranty  funds, 
which  would  be  used  to  pay  providers  in  the 


event  that  a  health  plan  offered  by  a  regional 
alliance  failed; 

o  Establish  criteria  that  states  must  meet  to  begin 
participating  in  the  system  and  monitor  their 
compliance;  and 

o  Review  docimients  submitted  by  the  states  de- 
scribing their  proposed  health  care  systems  and 
approve  or  disapprove  them. 

Federal  Initiatives  to  Ensure  Compliance  by 
States.  The  federal  government  would  not  only 
establish  most  of  the  criteria  that  states  and  aUiances 
would  have  to  meet  but  would  also  have  to  ensure 
that  states  met  those  standards.  To  that  end,  federal 
plaiming  grants  would  be  available  to  assist  states  in 
setting  up  their  health  care  systems.  The  National 
Health  Board,  moreover,  would  have  considerable 
authority  to  impose  sanctions  if  necessary  to  enforce 
the  standards.  If  it  determined  that  a  state's  non- 
compliance resulted  from  the  actions  of  a  particular 
regional  alliance,  the  board  could  order  that  alliance 
to  comply  and  take  additional  measures  to  assure 
that  it  did  so.  The  board  could  also  require  the 
Secretary  of  Health  and  Human  Services  to  reduce 
federal  payments  to  states  for  items  such  as  aca- 
demic health  centers  and  health  services  research  as 
a  sanction  for  noncompliance.  If,  however,  the 
board  determined  that  a  state  was  sufficiently  far 
out  of  compliance  that  people's  access  to  health  ser- 
vices would  be  seriously  jeopardized,  the  Depart- 
ment of  Health  and  Human  Services  would  take 
over  the  operation  of  that  state's  system.  (The  fed- 
eral government  would  impose  a  15  percent  sur- 
charge on  total  premiums  in  those  circumstances.) 

Oversight  of  Regional  and  Corporate  Alliances. 

The  Department  of  Health  and  Human  Services 
would  oversee  the  financial  management  of  the 
regional  alliances.  Accordingly,  the  department 
would  develop  standards  and  conduct  periodic  au- 
dits relating  to  the  alliances'  enrollment  of  eligible 
individuals,  their  management  of  subsidies  for  pre- 
miums and  cost-sharing  amounts,  and  their  overall 
financial  management 

The  Department  of  Labor  would  assume  major 
responsibility  for  oversight  of  corporate  alliances 
and  employers  in  regional  alliances.  In  particular,  it 
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would  ensure  that  employers  in  regional  alliances 
paid  their  share  of  premiums,  withheld  and  paid 
their  employees'  family  share  of  premiums,  and 
submitted  timely  reports.  The  department  would 
also  temporarily  take  over  any  insolvent  self-insured 
corporate  alliances;  for  that  purpose,  it  would  estab- 
lish an  insolvency  fund  to  which  self-insured  corpo- 
rate nll'styr*  would  be  required  to  contribute  when 
funds  were  needed. 

Federal  Payments.  The  U.S.  Treasury  would  make 
payments  for  several  purposes.  In  particular,  the 
government  would  be  the  main  source  of  subsidies 
for  low-income  families,  employers,  and  retirees.  It 
would  also  finance  a  package  of  wraparound  bene- 
fits for  low-income  children  who  were  previously 
eligible  for  Medicaid,  as  well  as  pay  the  federal 
share  of  the  restructured  Medicaid  program.  In 
addition,  funding  would  be  required  for  program 
expansions  such  as  Medicare's  coverage  of  prescrip- 
tion drugs  and  initiatives  such  as  home-  and  com- 
munity-based services  for  severely  disabled  people. 


The  Role  of  State  Governments 
and  Alliances 

Although  the  structure  and  standards  for  the  pro- 
posed heahh  care  system  would  come  largely  fit>m 
the  federal  government,  the  states  and  alliances 
would  have  the  major  responsibility  for  the  day-to- 
day operation  of  the  system.  States  would  also  have 
to  help  finance  the  new  system. 

Responsibilities  of  State  Governments.  Each  par- 
ticipating state  would  be  required  to: 

o  Submit  a  document  to  the  National  Health 
Board  describing  the  health  care  system  the 
state  pressed  to  establish; 

o  Establish  one  or  more  regional  alliances,  desig- 
nating the  geographic  area  that  each  alliance 
would  cover; 


0  Ensure  that  families  were  credited  with  any 
subsidies  for  their  premiums  to  which  they  were 
entitled; 

o  Establish  capital  standards  for  health  plans  that 
met  the  federal  requirements: 

o  Establish  standards  for  financial  reporting,  audit- 
ing, and  reserves  of  health  plans; 

o  Establish  the  standards  for  certifying  the  health 
plans  that  regional  alliances  would  offer,  includ- 
ing criteria  for  quahty,  financial  stability,  and 
capacity  to  deliver  the  standard  benefit  package, 
and  certify  the  plans  to  be  offered; 

o  Establish  a  guaranty  fund  to  pay  claims  and 
other  debts  in  the  event  that  a  plan  failed  and, 
after  a  failure,  collect  an  assessment  of  up  to  2 
percent  on  premiums  to  repay  the  obligations  of 
the  plan; 

o  Ensure  continuity  of  coverage  for  enrollees  in 
health  plans  that  failed; 

o  Ensure  that  the  amounts  owed  to  regional  alli- 
ances were  collected  and  paid;  and 

o  Assist  regional  alliances  in  establishing  eligibil- 
ity for  subsidies  of  premiums  and  cost-sharing 
amounts  and  asstmie  financial  responsibility  for 
errors  that  exceeded  certain  limits. 

A  designated  state  agency  or  official  would  be 
responsible  for  coordinating  these  activities  at  the 
state  level. 

States  would  also  have  substantial  financial  ob- 
ligations. They  would  pay  the  regional  alliances  for 
their  share  of  premiums  for  individuals  and  families 
who  remained  eligible  for  Medicaid,  and  they  would 
be  responsible  for  their  share  of  Medicaid's  spend- 
ing on  services  not  included  in  the  standard  benefit 
package  for  that  group. 


Ensure  Aat  families  in  each  regional  alliance 
had  a  choice  of  plans  in  which  to  enroll; 


In  addition,  states  would  make  maintenance-of- 
efTort  payments  related  to  the  restructured  Medicaid 
program.      Two  components   of  these  payments 
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would  be  on  behalf  of  people  who  would  lose  their 
Medicaid  coverage  under  the  proposal.  (Those 
people  would  no  longer  obtain  coverage  from  the 
Medicaid  program,  but  most  of  them  would  receive 
subsidies  for  their  premiums  for  the  standard  benefit 
package.)  One  component  would  reflect  1993  ex- 
penditures for  services  in  the  standard  paclcage,  and 
the  other  would  reflect  the  part  of  states'  payments 
to  disproportionate  share  hospitals  attributable  to 
tias  group  of  people  in  that  year.  A  third  compo- 
nent would  be  based  on  fiscal  year  1993  expendi- 
tures for  children  who  remained  eligible  for  Medic- 
aid, excluding  spending  for  services  that  would  be 
in  the  standard  package  and  fw  long-term  care.  The 
1993  amounts  would  be  updated  by  Medicaid-spe- 
cific  factors  until  the  first  year  of  a  state's  participa- 
tion, and  by  the  general  bealA  care  inflation  factor 
combined  with  the  projected  rate  of  growth  in  the 
population  under  age  65  thereafter. 

Responsibilities  of  Regional  AHiaDces.  The  re- 
gional alliances,  by  contrast,  would  not  finance  the 
health  care  system.  Rather,  they  would  serve  as 
conduits  of  funds  from  the  federal  and  state  govern- 
ments, employers,  and  families  to  health  plans. 
They  would  be  the  fitjntline  agencies  that  contracted 
with  health  plans,  enrolled  individuals  and  families 
in  plans,  and  obtained  and  disseminated  information 
on  the  performance  of  those  plans.  Regional  alli- 
ances would  also  calculate  the  amounts  that  families 
and  employers  would  have  to  pay,  determine 
whether  families  and  employers  were  eligible  for 
subsidies,  and  collect  payments  from  them.  In 
addition,  regional  alliances  would  have  to  imple- 
ment the  cost  control  provisions  required  by  the 
federal  government  That  would  include  establish- 
ing fee  schedules  for  fee-for-servicc  plans,  unless 
the  state  elected  to  have  a  single,  statewide  fee 
schedule. 

Regional  alliances  would  also  play  an  important 
role  in  collecting  and  analyzing  data.  They  would, 
for  exan^le,  have  to  estimate  the  number  of  work- 
ers in  the  different  types  of  families;  those  numbers 
would  be  used  in  determining  how  much  employers 
would  have  to  pay.  In  addition,  in  order  to  deter- 
mine the  weighted  average  premium  for  each  family 
type,  each  alliance  would  have  to  provide  informa- 
tion to  the  National  Health  Board  about  the  market 


shares  of  the  different  plans  with  which  it  had  con- 
tracts. 

All  activities  of  the  regional  alliances  would  be 
paid  for  by  an  assessment  on  premiums.  Each  alli- 
ance would  determine  that  level  annually,  but  it 
could  not  exceed  23  percent  of  total  premiums. 

The  Role  of  Employers  and 
the  Decision  to  Form  a 
Corporate  Alliance 

Employers  would  have  many  of  the  same  responsi- 
bilities whether  they  participated  in  a  regional  alli- 
ance or  established  a  corporate  alliance.  In  either 
case,  employers  would  have  to  pay  a  portion  of  the 
premiums  for  their  employees'  policies.  They 
would  also  have  to  deduct  their  employees'  share  of 
the  premiums  from  their  paychecks  and  transfer  the 
funds  to  the  appropriate  alliance.  In  addition,  all 
employers  would  have  to  provide  specified  informa- 
tion to  their  employees  and  to  the  regional  alliances. 

Most  firms  with  5,000  or  fewer  full-time  em- 
ployees would  have  to  participate  in  regional  alli- 
ances. (Some  smaller  firms  might  i>articipate  in 
multiemployer  corporate  alliances  or  ones  estab- 
lished by  rural  electric  and  telephone  cooperatives.) 
Larger  firms,  however,  would  have  to  decide 
whether  to  join  a  regional  alliance  or  set  up  a  cor- 
porate alliance  after  weighing  the  relative  advan- 
tages and  disadvantages  of  the  two  options.  Firms 
would  generally  have  to  decide  by  January  1,  1996. 
A  decision  to  participate  in  a  regional  alliance 
would  be  irrevocable;  however,  the  decision  to 
establish  a  corporate  alliance  could  be  reversed  at  a 
later  date. 

Advantages  of  Corporate  Alliances.  Large  firms 
might  choose  to  form  a  corporate  alliance  for  sev- 
eral reasons.  Firms  that  had  already  established 
effective  programs  for  containing  health  care  costs 
might  think  that  they  could  control  health  spending 
better  than  the  alliance  system.  Firms  would  also 
continue  to  have  direct  input  into  the  quality  of  care 
their  full-time  employees  received.  In  addition,  they 
would  not  be  responsible  for  the  assessments  that 
employers  participating  in  regional  alliances  would 
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have  to  pay  if  there  was  a  shortfall  in  premium  pay- 
ments. Hnaliy,  they  would  not  have  to  pay  the  l.S 
percent  assessment  on  premiums  for  graduate  medi- 
cal education  and  academic  health  centers  that  firms 
in  regional  alliances  would  pay.  (Firms  in  multi- 
employer alliances  would  have  to  pay  the  U  per- 
cent assessment,  however.) 

Disadvantages  of  Corporate  Alliances.  Despite 
the  advantages  of  establishing  a  corporate  alliance, 
significant  disadvantages  would  predominate  for 
many  large  firms.  The  most  important  one  would 
generally  be  that  firms  that  formed  corporate  alli- 
ances would  have  to  pay  a  tax  of  1  percent  on  their 
total  payroll  and  that  the  tax  would  begin  before  the 
regional  alliances  were  set  up.  (Firms  participating 
in  multiemployer  alliances  would  not  be  subject  to 
that  tax.)  Moreover,  the  effective  rate  of  the  tax  on 
the  payroll  of  full-time  employees  enrolled  in  plans 
offered  by  the  corporate  alliance  would  be  higher 
than  that,  because  the  wages  of  part-time  employees 
would  be  in  the  tax  base  but  the  employees  would 
not  be  eligible  to  participate.  (They  would  have  to 
enroll  in  plans  offered  by  the  regional  alliance,  and 
the  firms  would  have  to  make  the  appropriate  pay- 
ments to  regional  alliances  on  their  behalf.) 

Furthermore,  a  firm  that  established  a  corporate 
alliance  would  not  be  eligible  for  the  cap  on  its 
premium  payments  that  would  be  phased  in  if  it 
joined  a  regional  alliance.  Moreover,  its  low- 
income  employees  who  worked  full  time  would  not 
be  eligible  for  govermnental  subsidies  of  their  pre- 
miums, and  the  corporate  alliance  itself  would  gen- 
erally have  to  subsidize  premiums  for  full-time 
employees  making  less  than  $15,000  a  year.'^  A 
firm  that  established  a  corporate  alliance  and  chose 
to  self-insure  might  also  have  to  make  periodic 
contributions  (of  up  to  2  percent  of  annual  premi- 
ums) to  the  insolvency  fund  established  by  the 
Secretary  of  Labor  for  self-insured  health  plans 
offered  by  corporate  alliances. 

Large  firms  that  bad  self-insured  in  the  past 
would  probably  experience  considerably  more  regu- 


lation under  the  proposal.  In  addition  to  the  federal 
requirements  for  health  plans  offered  by  corporate 
alliances  that  have  already  been  discussed,  the  Sec- 
retary of  Labor  would  specify  financial  reserve 
requirements  that  those  alliances  would  have  to 
meet  Their  fee-for-scrvice  plans  would  have  to  use 
the  same  fee  schedules  as  plans  in  their  correspond- 
ing regional  alliances.  The  growth  rates  of  their 
premiums  would  be  subject  to  essentially  the  same 
limits  as  those  of  the  regional  alliances.  Finally,  in 
addition  to  greater  regulation,  such  firms  might  find 
themselves  with  relatively  Uttle  power  in  markets 
dominated  by  large  regional  alliances. 

Employers'  ObligatJons  for  Retirees'  Health 
Benefits.  Regardless  of  whether  they  participated  in 
corporate  or  regional  alliances,  all  firms  that  were 
paying  more  than  a  specified  threshold  for  retirees' 
health  benefits  on  October  1,  1993,  would  continue 
to  have  obligations  to  those  retirees  and  most  of 
their  dependents.  When  the  subsidies  for  early  re- 
tirees commenced  in  1998,  those  employers  would 
be  required  to  pay  20  percent  of  the  weighted  aver- 
age premium  for  the  appropriate  type  of  family. 
That  obligation  would  continue  only  ps  long  as 
members  of  that  cohort  remained  eligible  for  the 
benefits  of  early  retirees. 

Because  of  the  large  financial  windfall  that 
firms  with  extensive  obligations  to  retirees  would 
gain  under  the  proposal,  all  employers  with  health 
care  costs  for  retirees  aged  55  through  64  in  1991, 
1992,  or  1993  would  also  be  subject  to  a  temporary 
annual  assessment  That  assessment,  which  would 
be  paid  each  year  from  1998  to  2000,  would  equal 
one-half  of  either  the  average  annual  health  care 
costs  for  retirees  in  the  1991-1993  period  (increased 
by  the  medical  care  component  of  the  CPI  from 
1992  on)  or  the  estimated  reduction  in  retirees' 
health  care  costs  for  the  year— whichever  was 
greater. 


The  Flow  of  Funds  Through  Regional 
Alliances  and  Health  Plans 


12.  No  subsidy  would  be  rKjuired  if  the  employer's  contribudoo  cov- 
ered ai  least  95  percem  of  the  premium  of  the  most  ecoDomic*! 
plan  thai  did  ix>t  have  higher  cost  sharing. 


Regional  alliances  would  receive  funds  from  multi- 
ple sources,  which  they  would  then  allocate  to 
health  plans  and  to  other  uses.  The  proposal  speci- 
fies who  would  bear  the  financial  responsibility  in 
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particular  circumstances  if  outflows  firom  alliances 
exceeded  inflows. 

Sources  of  Funds  for  Regional  Alliances.  Re- 
gional alliances  would  receive  payments  from  the 
following  sources: 

o  Payments  (reflecting  appropriate  reductions 
because  of  subsidies)  from  employers; 

o  Payments  (reflecting  appropriate  reductions 
because  of  subsidies)  from  families  for  the 
family  share  and,  in  some  cases,  for  part  or  all 
of  the  equivalent  of  the  employer  share; 

o  Risk-adjustment  payments  ftt)m  firms  that  were 
eligible  to  form  corporate  alliances  but  decided 
to  join  regional  alliances;" 

o  Payments  from  corporate  alliances  for  part-time 
employees  and  for  employees  in  two-worker 
families  who  chose  to  participate  in  plans  of- 
fered by  regional  alliances; 

o  States'  payments  for  AFDC  and  SSI  beneficia- 
ries, who  would  make  up  the  continuing  Medic- 
aid population; 

o  States'  maintenance-of-effort  payments,  includ- 
ing those  made  on  behalf  of  low-income  people 
who  would  no  longer  be  eligible  for  the  restruc- 
tured Medicaid  program;  and 

o  Federal  payments  for  subsidies  and  for  Medicare 
beneficiaries  who  were  enrolled  in  plans  offered 
by  the  regional  alliances,  as  well  as  the  federal 
share  of  Medicaid  payments  for  AFDC  and  SSI 
beneficiaries. 

Although  Medicaid  beneficiaries  would  be  en- 
rolling in  plans  offered  by  the  alliances,  Medicaid's 
payments  to  alliances  on  their  behalf  would  not  be 
related  to  the  actual  premiums  of  those  plans. 
Rather,  the  payments  would  generally  be  95  percent 


If  people  who  would  have  been  covoed  by  plus  offend  by  Ae 
corporate  alliance  weie  al  greater  risk  than  others  covered  by  the 
legioDa]  alliance's  plans,  the  finn  would  pay  risk-adjusted  premi- 
ums for  the  first  four  years.  That  adjustment  would  be  phased  out 
during  the  next  four  years. 


of  what  Medicaid  would  have  paid  in  1993  for  the 
services  in  the  standard  benefit  package,  updated  by 
Medicaid-specific  inflation  factors  until  the  first 
year  of  the  state's  participation,  and  by  the  general 
health  caie  inflation  factor  thereafter.  (Those 
amounts  would  be  estimated  separately  for  the 
AFDC  and  SSI  populations.) 

Federal  payments  for  subsidies  would,  in  effect, 
be  residual  payments  based  on  the  difference  be- 
tween an  alliance's  payment  obligations  and 
amounts  receivable  from  all  other  sources.  As  dis- 
cussed below,  however,  the  proposal  specifies  cer- 
tain shortfalls  between  inflows  and  outflows  that 
would  not  be  considered  federal  responsibilities  and 
would  not  be  included  in  the  calculation  of  those 
residual  amounts. 

Uses  of  the  Regional  Alliances'  Funds.  The  funds 
of  the  regional  alliances  would  be  used  primarily  to 
make  payments  to  health  plans  and  to  pay  the  alli- 
ances' administrative  costs.  Regional  alliances 
would  also  pay  the  federal  government  1.5  percent 
of  total  premiums  in  order  to  help  the  government 
finance  academic  health  centers  and  graduate  medi- 
cal education.  In  addition,  these  alliances  would 
make  payments  to  corporate  alliances  for  two- 
worker  families  who  elected  to  enroll  in  a  plan 
offered  by  the  corporate  alliance  rather  than  in  one 
offered  by  the  regional  alliance. 

Health  plans  would  not,  however,  receive  their 
actual  premium  amounts.  Instead,  they  would  re- 
ceive a  per  capita  amount  for  each  enrollee;  that 
amount  would  be  based  on  a  weighted  average  of 
the  final  per  capita  premiums  the  plans  had  negoti- 
ated with  the  alliance  and  the  amounts  that  Medic- 
aid would  pay  for  the  AFDC  and  SSI  populations. 
The  weights  would  reflect  the  relative  size  of  those 
populations  in  the  alliance  as  a  whole. 

Regional  alliances  would  also  adjust  the  per 
capita  amounts  to  reflect  the  risk  status  of  each 
plan's  enrollees.  The  risk  adjustments  would  be  de- 
signed to  protect  plans  that  enrolled  people  whose 
expected  use  of  services  was  higher  than  that  is  the 
alliance  as  a  whole.  Risk  adjustments  could  also  be 
made  for  plans  that  enrolled  disproportionate  num- 
bers of  AFDC  or  SSI  beneficiaries.  Plans  would, 
however,  have  to  absorb  part  of  the  cost  sharing 
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they  would  generally  require  of  participants,  because 
Medicaid  beneficiaries  would  pay  only  a  small 
portion  of  it 

Allocation  of  Risk  for  Administrative  and  Esti- 
mating Errors.  The  payment  obligations  of  region- 
al alliances  could  exceed  tlieir  receipts  for  a  variety 
of  reasons.  Short-term  problems  with  cash  flow 
could  result  from  administrative  problems,  dispari- 
ties in  the  timing  of  receipts  and  payments,  and 
estimating  errors. 

The  federal  government  would  not  accept  finan- 
cial responsibility  for  cash  flow  problems  arising 
from  administrative  errors  that  exceeded  certain 
limits;  such  errors  would  occur  primarily  in  deter- 
mining eligibility  for  subsidies.  Alliances  could 
borrow  from  HHS  for  shortfalls  resulting  from  such 
errors,  but  the  states— not  alliances-would  have  to 
repay  the  loans  through  increases  in  dieir  mainte- 
oance-of-effort  payments. 

Regional  alliances  could  also  borrow  from  HHS 
for  shortfalls  arising  from  disparities  in  the  timing 
of  payments  and  receipts  or  from  errors  in  estimates 
of  the  factors  used  to  determine  their  inflows  and 
outflows.  These  factors  would  include  the  niunber 
of  extra  workers  in  couples  and  two-parent  families, 
the  proportion  of  AFDC  and  SSI  beneficiaries  in  the 
alliance,  the  distribution  of  families  in  different  risk 
categories,  the  amount  of  premiums  that  would  not 
be  collected,  and,  under  certain  circumstances,  the 
distribution  of  enrollment  in  plans  with  different 
levels  of  premiums.  The  loans  would  be  repaid 
through  reductions  in  future  federal  payments  to  the 
alliance. 

In  the  first  year  of  operation,  however,  no  alli- 
ance could  borrow  more  than  25  percent  of  its  esti- 
mated total  premiums  from  HHS.  In  subsequent 
years,  an  alliance's  total  outstanding  loan  amount 
could  not  exceed  25  percent  of  its  premiums  in  the 
previous  year.  The  Secretary  of  the  Treasury  would 
be  authorized  to  advance  funds  to  HHS  to  cover 
loans  to  regional  aUiances,  but  the  total  balance  of 
advanced  funds  could  not  exceed  $3.5  billion  at  any 
time.  Regional  alliances  would  also  be  able  to 
borrow  in  the  private  credit  markets,  but  they  would 
be  prohibited  from  using  tax-exempt  financing. 


Controlling  Health  Care 
Costs  and  Limiting  the 
Financial  Exposure  of  the 
Federal  Government 

Besides  ensuring  universal  coverage,  the  other  major 
goal  of  the  Administration's  proposal  is  to  control 
the  rate  of  growth  of  health  spending  and,  as  a 
corollary,  to  limit  the  financial  exposure  of  the 
federal  government  The  proposal  employs  a  two- 
pronged  approach  to  controlling  costs:  reliance  on 
market  forces  and,  as  a  backstop  mechanism,  federal 
control  of  the  level  and  rate  of  growth  of  premiums. 
It  also  attempts  to  limit  federal  payments  to  alli- 
ances for  subsidies. 


Market  Forces  and  Cost  Containment 

Competition  among  health  plans  in  a  regional  alli- 
ance is  one  mechanism  through  which  the  proposal 
intends  to  control  costs.  Under  the  proposal,  how- 
ever, health  plans  would  compete  on  a  different 
basis  than  they  do  today.  Those  in  a  regional  alli- 
ance would  not  be  able  to  compete  on  the  basis  of 
the  benefits  they  offered,  as  do  current  plans,  be- 
cause they  would  all  be  required  to  offer  the  same 
standard  package  of  benefits,  including  standardized 
cost  sharing,  to  all  their  enroUees.  Moreover,  sup- 
plementary policies  to  cover  additional  services 
would  generally  have  to  be  available  to  any  appli- 
cant subject  to  capacity  and  financial  constraints. 
Plans  would  therefore  compete  on  the  basis  of  the 
quality  and  convenience  of  their  services  and  on  the 
level  of  their  premiums. 

Families  purchasing  health  coverage  through  a 
regional  alliance  would  have  incentives  to  select 
less  expensive  plans  because  the  payments  that 
employers  would  have  to  make  would  be  indepen- 
dent of  the  plans  their  employees  selected.  In  prin- 
ciple, families  with  workers  who  selected  plans  with 
premiums  above  the  weighted  average  in  the  alli- 
ance would  have  to  pay  more  than  20  percent  of  the 
premium,  and  those  selecting  plans  with  premiums 
below  the  weighted  average  would  pay  less  than  20 
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percent.  (That  might  not  always  be  the  case  be- 
cause of  other  adjustments,  such  as  subsidies  for 
low-income  families,  or  because  the  employer  paid 
more  than  the  minimum  required.)  Families  for 
whom  no  employer  was  paying  premiimis,  including 


Donietiree  families  with  no  workers,  would  also 
have  strong  incentives  to  choose  plans  with  lower 
premiums.  They  would  have  to  make  a  trade-off, 
however,  if  the  lowest-cost  plans  had  higher  cost 
sharing. 


Box  1-2. 
ControUing  the  Level  and  Growth  of  Premiums 


The  controls  on  premiums  would  be  implemented 
difTerently  in  regional  and  corporate  alliances.  The 
National  Health  Board  would  establish  the  initial 
maximum  per  capita  premium  that  would  be  permit- 
ted in  each  regional  alliance;  it  would  also  set  limits 
on  its  growth.  In  contrast,  corporate  alliances  would 
experience  controls  only  on  die  rate  of  growth  of 
their  premiums. 


Setting  Initial  Premiums 

for  Plans  in  Regionai  Alliances 

The  following  steps  describe  the  process  for  estab- 
lishing and  enforcing  the  initial  level  of  premiums 
for  regional  alliances  in  states  that  chose  to  enter  the 
system  in  19%.' 

The  National  Health  Board  would  set  a  baseline 
target  for  the  national  per  capita  premium  based  on 
expenditures  for  the  standard  benefit  package  in 
1993.  These  expenditures  would,  however,  exclude 
spending  for  groups  such  as  beneficiaries  of  Aid  to 
Families  with  Dependent  Children,  Supplemental 
Security  Income,  and  Medicare. 

The  target  would  also  reflect  expected  increases 
in  use  of  services  by  people  who  were  uninsured  or 
had  coverage  that  was  less  comprehensive  than  the 
standard  twnefii  package,  declines  in  uncompensated 
care,  anticipated  reductions  in  use  resulting  from 
higher  cost  sharing,  and  cost-sharing  amounts  that 
would  be  required  for  services  covered  by  the  stan- 
dard package.  It  would  also  include  an  allowance  of 
up  to  15  percent  to  cover  the  administrative  costs  of 


A  similar  process  would  be  fcdlowed  for  ■P'liKTf  dut  began 
in  1997  or  1998. 


health  plans  and  alliances  and  existing  state  taxes  on 
premiums  for  health  insurance.  The  board  would 
inflate  the  1993  national  baseline  target  to  1995  us- 
ing an  inflation  factor  based  on  the  rate  of  increase 
of  health  spending  by  the  private  sector  but  not  more 
than  IS  percent  over  the  two-year  period. 

By  the  begirming  of  1995,  the  board  would 
adjust  the  1995  national  baseline  target  to  establish  a 
target  for  each  regional  alliance  that  would  be  oper- 
ating in  1996.  The  adjustments  would  account  for 
variations  among  alliances  in  health  spending,  insur- 
ance coverage,  and  spending  by  academic  health 
centers.  To  obtain  the  1996  targets,  the  baseline 
amount  would  be  increased  by  each  aUiance's  infla- 
tion factor.  That  factor  would  be  the  general  health 
care  inflation  factor  adjusted  to  reflect  changes  be- 
tween 1995  and  1996  in  the  health  status  and  demo- 
graphic characteristics  of  each  aUiance  relative  to 
changes  in  the  nation  as  a  whole. 

Health  plans  in  a  state  that  was  plaiming  to  start 
participating  in  1996  would  then  submit  their  bids 
for  the  per  capita  premium  to  each  regional  alliance 
in  which  they  wished  to  operate.  Each  plan's  bid 
would  reflect  its  estimate  of  the  average  per  capita 
premium  for  the  standard  benefit  package  in  a  par- 
ticular alliance.  Plans  submitting  bids  would  do  so 
with  the  understanding  that  the  board  could,  under 
circumstances  described  below,  subsequently  lower 
their  bids,  and  they  would  have  to  accept  any  such 
reductioiL 

Following  a  negotiation  period  during  which 
health  plans  might  voluntarily  lower  their  bids,  each 
regional  aUiance  would  submit  its  final  bids  for  the 
per  capita  premium  from  their  health  plans  to  the 
National  Health  Board  for  review.  The  board  would 
use  information  &x>m  the  alliance  to  estimate  its 
weighted  average  bid;  each  plan's  bid  would  be 
weighted  by  the  expected  enrollment  in  that  plan. 
The  result  for  each  alliance  would  then  be  compared 
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Comparison  shopping  by  consumen  would  be 
easier  because  the  regional  alliances  would  provide 
information  about  factors  such  as  the  quality  of  care 
provided  by  each  plan,  and  consumers  would  no 


longer  be  concerned  about  differences  in  benefit 
packages  that  were  hard  to  detect  Aimual  open- 
enrollment  periods  would  also  facilitate  moving  out 
of  plans  that  consumers  found  unsatisfactory. 


with  the  target  for  that  alliaitce'i  per  capita  premi- 

UOL 

If  the  weighted  average  bid  exceeded  the  target 
for  the  alliance,  the  board  would  notify  the  «in  «■»/■» 
that  it  was  not  in  compliance.  It  would  also  notify 
all  plans  whose  bids  were  above  the  target  that  they 
would  face  compulsory  reductions  in  their  per  capita 
premiums  if  they  did  not  lower  them  voluntarily. 
The  reductions  would  be  a  percentage  of  the  amount 
that  their  bids  exceeded  the  target  and  would  be 
designed  to  lower  the  weighted  average  bid  to  the 
target.  Plans  with  bids  under  the  target  would  not 
be  affected. 

Any  plan  that  chose  not  to  lower  its  bid  volun- 
tarily would  have  its  per  c^ita  premium— that  is,  the 
amount  that  would  determine  its  funding  from  the 
alliance-reduced  by  the  board.  As  a  consequence, 
the  plan  would  be  required  to  lower  its  payments  to 
providers.  Those  cuts  in  payments  would  reflect  the 
proportional  reduction  in  the  plan's  premium,  ad- 
justed for  the  anticipated  increase  in  the  volume  of 
services  that  would  result  from  the  lower  payments. 


Limiting  the  Growth 
of  Premiums 

After  its  first  year  of  participadon,  a  regional  alli- 
ance's target  for  the  per  capita  premium  would  be 
die  target  for  the  previous  year  updated  by  that  alli- 
ance's inflation  factor.  This  inflation  factor  could 
differ  in  two  ways  from  the  definition  used  in  the 
initial  year.  First,  it  would  reflect  any  changes  in 
the  demographic  characteristics  of  the  regional  alli- 
ance that  occurred  because  a  corporate  alliance  had 
terminated  and  its  members  had  enrolled  in  the  re- 
gional aUiance.  A  second  adjustment  would  occur  if 
the  actual  per  capita  premium  for  the  alliance  ex- 
ceeded its  target  in  any  year  as  a  result  of  more 
people  enrolling  in  high<ost  plans  than  expected.  In 


this  case,  the  alliance's  inflation  Actor  would  be 
reduced  for  the  next  two  years  so  that  health  spend- 
ing in  the  alliance  would  be  reduced  during  the  two- 
year  period  by  enough  to  offset  the  higher  expendi- 
tures made  in  the  pfevious  year. 

After  the  initial  year,  changes  would  also  be 
made  in  the  procedure  fcH'  determining  the  amounts 
by  which  bids  for  the  per  capita  premium  would  be 
reduced  for  a  regional  aUiance  that  did  not  comply 
with  its  target  To  determine  the  extent  to  which  a 
plan's  bid  was  too  high,  the  board  would  compare 
the  current  bid  with  the  following  amount:  the 
previous  year's  bid  plus  the  premium  target  for  the 
cmrcnt  year,  less  either  the  premium  target  or  the 
weighted  average  bid,  if  that  was  lower,  for  the 
previous  year.'  Bids  submitted  by  new  plans  would 
be  compared  with  the  target  for  the  alliance's  per 
capita  premium.  The  remainder  of  the  procedure 
would  be  the  same  as  in  the  initial  year. 

For  corporate  alliances,  the  cap  on  the  rate  of 
growth  of  premiums  would  be  based  on  a  compari- 
son of  the  rate  of  growth  of  the  three-year  moving 
average  of  per  capita  spending  with  the  rate  of 
growth  of  the  three-year  moving  average  of  the  gen- 
eral health  care  inflation  factor.  In  2001,  corporate 
alliances  would  have  to  start  reporting  their  average 
per  capita  expenditures  for  the  previous  three  years 
to  the  Secretary  of  Labor.  If  the  rate  of  growth  of 
the  spending  measure  exceeded  the  rate  of  growth  of 
die  inflation  measure  in  two  years  out  of  three,  the 
alliance  would  be  terminated  and  its  members  would 
enroll  in  plans  offered  by  their  regional  aUiances. 

The  board  also  would  estimate  targets  for  per 
capita  premiums  for  single-payer  states.  If  per  capi- 
ta spending  for  the  standard  benefit  package  in  those 
states  exceeded  the  targets,  the  states  would  be  re- 
quired to  reduce  payments  to  providers  accordingly. 


Ib  tfac  event  that  the  plaa'i  bid  for  the  previotu  year  had 
bees  reduced  invoIuDtahly.  the  utxHint  of  that  reductioD 
would  alio  be  tubtncted. 
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Furthennore,  limiting  the  exclusion  of  em- 
ployer-paid insurance  premiums  from  employees' 
income  would  heighten  consumers'  awareness  of 
costs  once  the  new  system  was  fuUy  phased  in. 
Employer-paid  premiums  would  be  excluded  until 
2004,  however,  and  then  only  employer-paid  premi- 
ums for  policies  covering  additional  services  would 
be  included  in  employees'  taxable  income.  More- 
over, the  pro[>osal  would  substantially  expand  the 
income  tax  subsidy  for  premiums  paid  by  the  self- 
employed,  further  limiting  the  effectiveness  of  mar- 
ket forces  in  containing  costs. 


Controls  on  the  Level  and  Rate 
of  Growth  of  Premiums 

To  supplement  the  effects  of  market  forces  in  con- 
taining health  care  costs,  the  proposal  includes 
provisions  for  federal  control  of  premiums  for  the 
standard  benefit  package.  The  principle  underlying 
the  proposed  controls  is  that  the  national  per  capita 
premium  for  the  standard  benefit  package  should 
increase  each  year  by  no  more  than  the  general 
health  care  inflation  factor.  For  the  period  from 
1996  through  2000,  the  values  of  that  factor  would 
be  the  increase  in  the  CPI  plus  specified  amounts— 
1.5  percentage  points  in  1996,  1.0  percentage  point 
in  1997,  0.5  percentage  point  in  1998,  and  zero  in 
1999  and  2000.  After  2000,  if  the  Congress  did  not 
specify  new  inflation  factors,  the  default  factor 
would  be  the  percentage  increase  in  the  CPI  com- 
bined with  the  percentage  growth  in  real  GDP  per 
capita.  (Adjustments  would  also  be  made  in  2001 
to  account  for  at  least  a  portion  of  the  increase  in 
the  actuarial  value  of  the  benefit  package  that  would 
occur  in  that  year.) 

How  the  controls  would  be  implemented  would 
differ  somewhat  in  regional  and  corporate  alliances. 
The  National  Health  Board  would  establish  both  the 
initial  maximum  per  capita  premium  that  would  be 
permitted  in  each  regional  alliance  and  the  limits  on 


its  growth.  Corporate  alliances,  however,  would 
experience  controls  only  on  the  rate  of  growth,  not 
the  initial  level,  of  their  premiums.  Box  1-2  (on 
pages  22  and  23)  describes  the  processes  that  would 
be  used  to  set  the  targets  for  regional  and  corporate 
alliances,  as  weU  as  the  consequences  of  breaching 
the  targets. 


Limits  on  Federal  Payments 
to  Alliances 

In  a  further  attempt  to  limit  the  federal  govern- 
ment's financial  exposure,  the  proposal  lists  maxi- 
mum total  federal  payments  to  alliances  of  the  fol- 
lowing amounts:  $10.3  billion  in  fiscal  year  1996, 
$28.3  billion  in  1997,  $75.6  billion  in  1998,  $78.9 
billion  in  1999.  and  $81.0  billion  in  2000.  After 
2000,  the  limit  would  be  the  previous  year's  limit 
inflated  by  the  increase  in  the  CPI  combined  with 
the  average  aiuual  percentage  change  in  the  popula- 
tion for  the  previous  three  years  and  the  average 
annual  increase  in  real  GDP  per  capita  for  the  previ- 
ous three  years. 

The  proposal  also  includes  the  procedures  to  be 
followed  if  federal  payments  to  alliances  were  ex- 
pected to  exceed  the  limits.  In  particular,  the  Presi- 
dent would  have  to  recommend  to  the  Congress 
policies  to  resolve  the  conflict  The  proposal  also 
states  that  these  recommendations  would  be  consid- 
ered in  an  expedited  manner  and  would  not  be 
subjected  to  the  routine  procedural  hurdles  that  tend 
to  slow  Congressional  consideration  of  legislation. 
Because  the  Congress  has  the  constitutional  right  to 
make  and  change  its  own  rules,  however,  procedural 
mechanisms  cannot  guarantee  that  an  issue  will  be 
considered.  If  the  Congress  took  no  action,  the 
courts  might  be  asked  to  decide  which  portion  of 
the  legislation  took  precedence-payments  to  the 
alliances  to  ensure  coverage  of  the  specified  benefits 
or  the  limits  on  federal  payments. 
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Chapter  Two 


Financial  Impact  of  the  Proposal 


Two  of  the  major  objectives  of  the  Adminis- 
tration's health  proposal  are  to  slow  the 
growth  in  overall  national  health  expendi- 
tures and  to  reduce  the  relentless  pressure  that 
spending  for  major  health  programs  places  on  the 
federal  budget  Between  1965  and  1993,  national 
health  expenditures  grew  from  6  percent  to  14  per- 
cent of  gross  domestic  product.  The  Congressional 
Budget  Office's  (CBO's)  projections  suggest  that 
this  figure  will  rise  to  20  percent  by  2004  if  the 
current  system  is  not  changed.  Over  the  1965-1993 
period,  federal  spending  for  health  increased  bom  3 
percent  to  17  percent  of  budget  outlays.  Medicare 
and  Medicaid  are  the  only  major  federal  programs 
that  are  expected  to  grow  faster  than  the  economy, 
and  their  growth  will  begin  to  drive  the  budget 
deficit  upward  again  in  the  second  half  of  this 
decade. 

Initially,  the  expansion  of  health  insurance  cov- 
erage in  the  Administration's  proposal  would  in- 
crease national  health  expenditures,  but  the  limits  on 
the  growth  of  health  insurance  premiums  and  the 
proposed  cuts  in  Medicare  would  reduce  spending 
for  health  in  the  longer  nm.  By  2004,  the  proposal 
would  hold  national  health  expenditures  about  $150 
billion  below  the  baseline  level.  CBO  and  the  Joint 
Committee  on  Taxation  estimate  that  the  Adminis- 
tration's health  proposal  would  increase  the  federal 
deficit  by  a  modest  amount  as  the  proposal  was 
phased  in.  But  in  the  longer  run— after  2004"it 
holds  out  the  promise  of  reducing  the  deficit 

CBO  has  published  estimates  of  the  cost  of  two 
single-payer  plans  (H.R.  1200  and  S.  491)  and  four 
bills  from  the  previous  Congress  and  will  soon  be 


providing  estimates  for  other  pending  proposals.' 
Several  of  those,  including  the  Administration's, 
would  make  massive  alterations  in  the  current  sys- 
tem for  financing  and  delivering  health  care.  Esti- 
mates of  the  effects  of  such  sweeping  changes  on 
overall  health  spending  and  its  components  will  nec- 
essarily be  much  less  precise  than  estimates  of  in- 
cremental modifications  to  existing  federal  pro- 
gramis.  Nonetheless,  estimates  of  the  effects  of  dif- 
ferent approaches  to  health  reform  provide  useful 
comparative  information  on  the  relative  costs  or 
savings  of  alternative  proposals. 

CBO's  estimates  of  the  effect  of  the  Administra- 
tion's health  proposal  on  national  health  expendi- 
tures and  the  federal  budget  use  CBO's  baseline 
projections  as  their  starting  point.  The  Economic 
and  Budget  Outlook:  Fiscal  Years  1995-1999  (Janu- 
ary 1994)  describes  CBO's  current  economic  as- 
sumptions and  baseline  budget  projections.  A  CBO 
memorandum,  "Projections  of  National  Health  Ex- 
penditures: 1993  Update"  (October  1993),  sets  out 
CBO's  baseline  projections  of  national  health  ex- 
pendittues.  For  comparability  with  the  Administra- 
tion's figures,  CBO's  estimates  assume  that  the  pro- 
posal is  enacted  during  1994  and  takes  effect  on 
schedule.  CBO  assumes,  as  does  the  Administra- 
tion, that  15  percent  of  the  relevant  population 
would  participate  in  health  alliances  in  1996,  40 
percent  would  participate  in  1997,  and  100  percent 
would  participate  in  1998.    Finally,  the  estimates 


Coogressional  Budget  Office,  "Estimates  of  Health  Cue  Proposals 
bom  the  102Dd  Congress,"  CBO  Paper  (July  1993). 
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assume  that  the  proposed  mediods  for  constraining 
the  rate  of  growth  of  premiums  for  the  standard 
benefit  package  would  be  completely  effective. 


How  the  Proposal  Affects 
National  Health  Expenditures 

Once  the  Administration's  proposal  was  fully  imple- 
mented, it  would  significantly  reduce  the  projected 
growth  of  national  health  expenditures.    Its  provi- 


sions for  covering  the  uninsured,  providing  better 
coverage  for  many  people  who  already  have  insur- 
ance, and  establishing  a  new  federal  program  of 
home-  and  community-based  care  for  the  severely 
disabled  would  increase  the  demand  for  health  care 
services.  But  the  limits  on  the  growth  of  health 
insurance  premiums  and  the  reductions  in  the  Medi- 
care program  would  hold  down  health  spending. 
For  the  first  few  years  after  the  proposal  was  in 
place,  the  increases  in  spending  would  exceed  the 
decreases,  and  the  proposal  would  raise  national 
health  expenditures  above  the  levels  in  the  baseline. 
From  2000  on,  however,  national  health  expendi- 


Table  2-1. 

Projections  of  National  HsaKh  Expenditures  Under  the  Administration's  Health  Proposal, 

by  Source  of  Funds  (By  calendar  year,  In  billions  of  dollars) 


Source  of  Funds 


1999         2000        2001 


2003       2004 


Private 

Public 
Federal 

Health  alliances 
State  and  local 

Total 


Private 

Public 
Federal 

Health  alliances 
State  and  local 


Totri 


Private 

Public 
Federal 

Health  aRiances 
State  and  local 

Total 


leellrv 
712 


1,263  1,372  1,488 
Changes  from  Baseline 
-157        -387         -422 


952        1,022  1.095 

735  807 

0  0 

295  318 

1,613       1,748        1,894        2,052  2,220 


5 

-6 

-49 

•«8 

-78 

-84 

-93 

-108 

-127 

74 

208 

542 

563 

585 

635 

668 

703 

740 

j7 

M 

:66 

Jl 

:za 

iSO 

M 

J05 

-114 

13 

22 

40 

1 

-30 

-48 

-75 

-110 

-150 

Administration's 

Proposal 

555 

505 

325 

344 

363 

376 

398 

422 

446 

384 

412 

411 

437 

478 

526 

577 

627 

681 

74 

208 

542 

563 

585 

635 

668 

703 

740 

162 

161 

134 

145 

157 

163 

177 

190 

204 

1,285       1,411        1.489        1,583       1,700        1,820        1,942       2,070 


SOURCE:      Congressional  Budget  OfHoe. 
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tUTcs  would  fall  below  the  baseline  by  increasing 
amounts.  By  2004,  CBO  projects  that  total  spend- 
ing for  health  would  be  $150  billion— or  7  percent— 
below  where  it  would  be  if  current  policies  and 
trends  continued  (see  Table  2-1).  National  health 
expenditures  in  2004  would  represent  19  percent  of 
GDP-more  than  a  percentage  point  below  the  base- 
line. 

The  Administration's  proposal  would  also  sig- 
nificantly change  the  composition  of  national  health 
expenditures.  A  substantial  amount  of  spending  that 
is  now  being  financed  by  private  payments  and  ex- 
isting government  programs  would  be  channeled 
through  new  public  entities— the  health  alliances.  In 
2004,  the  alliances  would  collect  almost  $750  bil- 
lion in  premiums  fir>m  employers  and  households, 
subsidies  from  the  U.S.  Treasury,  and  other  reve- 
nues and  would  disburse  the  same  amount  in  pay- 
ments to  health  plans  and  in  other  expenses.  Under 
the  proposal,  private  health  insurance  and  out-of- 
pocket  payments  would  pay  for  $650  billion  less  in 
health  spending  than  in  the  baseline.  And  other 
federal,  state,  and  local  government  programs  would 
fund  almost  $250  billion  less. 

The  projections  of  national  health  expenditures 
by  source  of  funds  are  not  intended  to  portray  the 
effects  of  the  proposal  on  the  budgets  of  families, 
employers,  or  governments.  The  national  health 
accounts  allocate  national  health  expenditures  ac- 
cording to  who  directly  pays  for  the  health  insur- 
ance or  services— not  according  to  who  ultimately 
bears  the  burden.  Thus,  the  Medicare  program  is 
counted  as  a  federal  activity,  although  the  program 
is  financed  by  payroll  taxes,  general  revenues,  and 
premiums  paid  by  households  and  employers.  Simi- 
larly, spending  by  the  health  alliances  is  shown  as  a 
separate  category,  even  though  it  is  financed  by  pre- 
miums from  households  and  employers  and  pay- 
ments by  federal  and  state  governments. 


would  provide  federal  subsidies  for  low-income 
families  and  certain  employers,  alter  Medicare  and 
Medicaid,  establish  new  benefit  programs  for  long- 
term  care  and  supplemental  services  for  children, 
restructure  the  system  of  subsidies  for  graduate 
medical  education  and  academic  health  centers,  and 
make  changes  in  numerous  other  federal  programs. 
In  addition,  it  would  raise  Social  Sectuity  outlays 
by  providing  subsidies  for  early  retirees  and  encour- 
aging more  people  to  start  collecting  benefits  before 
the  age  of  65. 

Higher  levels  of  receipts  by  the  federal  govern- 
ment would  offset  most  of  the  additional  spending. 
The  Administration's  proposal  would  increase  ex- 
cise taxes  on  tobacco  products,  levy  a  payroll  tax  on 
employers  that  established  corporate  alliances,  ex- 
tend the  Medicare  Hospital  Insurance  tax  and  cover- 
age to  all  employees  of  state  and  local  governments, 
exclude  health  insurance  from  cafeteria  plans,  estab- 
lish a  temporary  aimual  assessment  on  employers 
that  now  provide  health  benefits  for  early  retirees, 
and  make  permanent  the  tax  deduction  for  health 
insurance  premiums  of  the  self-employed.  By  limit- 
ing the  rate  of  growth  of  health  insurance  pre- 
miums, the  proposal  would  also  reduce  spending  by 
employers  for  health  insurance,  raise  earnings  or 
other  taxable  income  by  a  corresponding  amount, 
and  increase  collections  of  income  and  payroll 
taxes. 

On  average,  the  Administration's  health  pro- 
posal would  increase  the  projected  deficit  by  less 
than  $15  billion  a  year  between  1995  and  2004  (see 
Table  2-2).  In  the  last  few  years  of  that  period, 
however,  the  proposal's  effect  on  the  deficit  gradu- 
ally dissipates.  After  2(X)4,  the  proposal  could 
potentially  reduce  the  deficit 


Health  Insurance  Premiums 


How  the  Proposal  Affects 
On-Budget  Programs  and 
Social  Security 

The  Administration's  health  proposal  would  affect 
on-budget  federal  spending  in  several  ways.     It 


Determining  the  average  premium  to  be  paid  to 
health  insurance  plans  is  one  of  the  most  critical 
elements  in  estimating  the  cost  of  federal  subsidies. 
The  higher  the  estimated  premium,  the  higher  will 
be  the  estimate  of  subsidy  payments  by  the  federal 
government 
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CBO's  estimation  of  the  average  premium  fol- 
lows the  methodology  specified  in  Section  6002  of 
the  Administration's  proposal.  The  estimate  pro- 
ceeds in  three  steps:  calculate  the  initial  amount  of 
health  spending  in  the  baseline  that  would  be  paid 
for  by  premiums  collected  by  the  aUiaoces;  increase 
that  base  amount  in  proportion  to  the  expected  in- 


crease in  the  use  of  health  services  by  individuals 
who  are  currently  uninsured  or  who  have  coverage 
that  is  less  comprehensive  than  the  standard  benefit 
package;  and  divide  the  result  by  the  number  of 
people  covered  by  alliance  premiums.  The  calcula- 
tion of  the  average  premium  excludes  spending  on 
behalf  of  Medicaid  cash  recipients,  for  whom  the 


Table  2-2. 

Estimated  On-Budg«t  and  Social  Sacurfty  Effacto  of  tha  Admlnlatratlon's  Haalth  Proposal 

(By  fiscal  yMr,  In  bllllona  of  dollars) 


1996 

1997 

1998 

1999 

2000 

2001 

2002 

2003 

2004 

Outlays 

Subsidy  Payments 

Subsidies  for  employere 

5 

17 

44 

55 

58 

67 

81 

92 

102 

Subsidies  for  families 

6 

20 

54 

67 

70 

77 

83 

89 

95 

State  mairtenarK»- 

ol-effon  payments 

^ 

■« 

•16 

.120 

^20 

■21 

-22 

-23 

^24 

Subtotal 

9 

30 

82 

102 

108 

123 

142 

158 

173 

Medicare 

Drugbenefil 

6 

15 

16 

17 

19 

21 

23 

25 

28 

Program  savings 

-7 

-12 

-19 

-28 

-37 

-45 

-54 

■65 

-77 

Offset  for  employed 

beneficiaries 

-1 

•2 

-6 

-8 

-8 

-8 

-9 

■9 

-10 

Other  changes 

_1 

_1 

1 

2 

2 

2 

_2 

_2 

2 

Subtotal 

a 

2 

-8 

-16 

-24 

-30 

-38 

-47 

-57 

Medicaid 

Discontinued  coverage 

-2 

-7 

-19 

-27 

-31 

-34 

-38 

-43 

-48 

Premium  fanits  ar>d  DSH  cuts 

-1 

-5 

-14 

-20 

-24 

-28 

-33 

-39 

-45 

Other  changes 

1 

2 

4 

1 

1 

1 

1 

1 

1 

Subtotal 

-2 

■10 

-28 

-46 

-54 

-62 

-71 

-61 

-92 

Long-Term  Care  Benefit 

5 

8 

12 

16 

20 

28 

37 

40 

40 

Supplemental  Senncas 

for  Children 

a 

1 

2 

2 

2 

2 

3 

3 

3 

Medical  Education 

1 

3 

4 

6 

6 

6 

7 

7 

7 

Public  Health  Service 

2 

3 

3 

2 

2 

2 

2 

2 

2 

Department  of  Defense 

•1 

-2 

-2 

-3 

-3 

-3 

-3 

-3 

-4 

Department  of  Veterans  Affairs 

a 

a 

-4 

-5 

-6 

•5 

-5 

-5 

-5 

Federal  Employees 

Health  Benefits 

a 

a 

-3 

-3 

•4 

-5 

•6 

-7 

-8 

WIC  Program 

a 

1 

1 

1 

1 

1 

1 

1 

1 

Other  Administrative  and 

Stan-Up  Costs 

1 

2 

1 

1 

1 

1 

1 

1 

1 

Social  Security 

a 

a 

1 

2 

2 

2 

2 

2 

2 

Assessment  for  Medical 

Education 

J. 

j2 

J§. 

jS. 

^ 

jS. 

:i 

:^0 

do 

Total,  Outlays 

15 

36 

54 

so 

43 

51 

61 

60 

53 

53 
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alliances  would  be  separately  reimbursed,  and 
spending  for  people  who  would  not  be  participating 
in  health  alliances,  such  as  Medicare  beneficiaries 
who  were  not  employed  and  members  of  the  anned 
forces  on  active  duty. 


CBO's  estimate  of  the  base  amount  of  spending 
includes  all  baseline  private  health  insurance  pre- 
miums, subsidies  from  state  and  local  governments 
for  public  hospitals  and  clinics,  half  of  state  and 
local  subsidies  for  mental  institutions,  all  Medicaid 


Table  2-2. 

Continued 

1996 

1997 

1998 

1999 

2000 

2001 

2002 

2003 

2004 

Revenues 

Income  and  Payroll  Taxes 

on  Additional  Income 

a 

1 

4 

8 

12 

16 

22 

26 

34 

Increase  in  the  Excise  Tax 

on  Tobacco 

11 

11 

11 

11 

10 

10 

10 

10 

10 

Assessment  on  Corporate 

Alliance  Employers 

1 

2 

2 

2 

1 

1 

1 

1 

1 

Extension  of  Medicare  HI  Tax 

2 

2 

2 

2 

1 

1 

1 

1 

1 

Exclusion  of  Health  Insurance 

from  Cafeteria  Plans 

0 

1 

2 

3 

4 

5 

6 

7 

7 

Assessment  on  Employers 

for  Retiree  Subsidies 

0 

0 

3 

5 

5 

2 

0 

0 

0 

Deduction  of  Health  Insurance 

for  the  Self-Employed 

-1 

-1 

-2 

-2 

-2 

-3 

-3 

-3 

-3 

Other  Changes 

_a 

2, 

_1 

_1 

_1 

2_ 

J. 

J. 

3 

Total.  Revenues 

14 

17 

22 
DetIeK 

29 

33 

35 

40 

46 

53 

Total  Effect 

1 

20 

32 

21 

10 

16 

22 

14 

a 

SOURCES:    Congressional  Budget  Office;  Joint  Committee  on  Taxation. 

NOTES;    DSH  >  disproportionate  share  hospitals:  WIC  •  Special  Supplemental  Food  Pregram  for  Women,  Infants,  and  Children:  HI  >  hospital 
Insurance. 

The  Admlnlstration't  proposal  wouU  reduce  the  defldt  by  $10  blllkxi  In  1095. 

The  figures  In  the  table  Include  changes  In  auttwrlzattons  of  appropriations  and  In  Social  Security  that  would  not  be  counted  for  pay- 
as-you-go  scoring  under  tfie  Budget  EnlorcerrMnt  Ad  of  1 990. 

a.       Less  than  $500  million. 
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spending  for  Doncash  beneficiaries,  and  federal 
Medicaid  payments  for  disproportionate  share  hospi- 
tals. For  uninsured  people,  CBO  uses  an  estimate 
of  induced  demand  employing  the  assumptions  de- 
scribed in  its  memorandum  "Behavioral  Assump- 
tions for  Estimating  the  Effects  of  Health  Care  Pro- 
posals" (November  1993).  The  estimate  also  as- 
sumes that  the  Administration's  standard  benefit 
package  would  initially  be  5  percent  more  expensive 
than  the  average  benefit  of  privately  insured  people 
in  the  baseline. 

The  estimated  total  premiums  and  employer 
shares  per  full-time-equivalent  worker  in  1994  for 
the  four  types  of  policies  specified  in  the  Adminis- 
tration's proposal  are  as  follows: 

Total  Employer 

Premium  Share 

Single  Person  $2,100  $1,680 

Married  Couple  $4,200  $2,315 

One-Parent  Family  $4,095  $3,033 

Two-Parent  Family  $5,565  $3,033 

These  estimated  base  premiums  are  assumed  to  in- 
crease aimually  according  to  the  formula  specified 
in  the  proposal,  including  an  additional  increase  of 
5  percent  in  2001  to  cover  the  expansion  of  dental 
and  mental  health  benefits  scheduled  in  that  year.' 

Employers  would  collectively  be  liable  for  up  to 
80  percent  of  aggregate  premiums  (before  any  sub- 
sidies) under  the  Administration's  proposal.  Their 
actual  liability  would  be  less,  however,  because 
families  without  qualified  workers  would  themselves 
be  liable  for  the  employer  share.  In  addition,  the 
percentage  of  premiums  paid  by  employers  collec- 
tively would  not  be  the  same  as  the  percentage  paid 
by  a  particular  employer.  Individual  employers 
would  actually  pay  80  percent  of  the  average  total 
premium  only  for  single  workers  without  children. 
Because  the  calculation  of  the  employer  share  for 
each  worker  takes  into  account  the  number  of  extra 
workers  (working  spouses)  in  couples  and  families, 


CBO  follows  the  AdministntioD's  practice  of  using  premiums  for 
1994  10  illustnu  the  effects  of  the  prapottl.  See  Dotnestic  Policy 
Council,  Health  Security:  TV  Prtsident's  Report  to  the  American 
People  (Octobei  1993).  pp.  111-136. 


the  employers  of  married  people  and  single  parents 
(whose  employer  share  is  calculated  in  combination 
with  that  of  two-parent  families)  would  generally 
pay  less  than  80  percent  of  each  worker's  total  pre- 
mium. For  married  couples,  the  employer  share 
would  be  80  percent  of  the  total  premiums  for  all 
couples  divided  by  the  number  of  couples  plus  extra 
workers.  For  one-parent  and  two-parent  families, 
the  employer  share  would  equal  80  percent  of  the 
combined  total  premiums  for  all  families  divided  by 
the  combined  number  of  families  plus  the  number 
of  qualified  extra  workers  in  two-parent  families. 

For  example,  employers  would  pay  $2,315  for 
each  member  of  a  married  couple  who  worked  full 
time.  If  only  one  spouse  worked  fuU  time,  that  per- 
son's employer  would  pay  about  55  percent  of  the 
total  premium  ($4,200)  for  the  couple.  If  both 
spouses  worked  full  time,  each  spouse's  employer 
would  pay  $2,315  to  the  alliance,  and  both  em- 
ployers together  would  pay  110  percent  of  the  total 
premium. 

On  average,  families  would  pay  20  percent  of 
the  premium,  less  any  subsidies  from  the  federal 
government,  but  specific  families  would  pay  more 
or  less  depending  on  their  choice  of  plan.  In  addi- 
tion, families  with  no  workers  would  generally  be 
liable  for  the  employer  share  of  the  premium  for 
their  type  of  family.  CBO's  estimate  assumes  that 
the  payments  of  employers  and  families  are  based 
on  the  average  premium  for  each  type. 


Corporate  Alliances 

Firms  that  formed  corporate  alliances  and  their  full- 
time,  low-income  employees  would  not  be  eligible 
for  federal  subsidies.  Therefore,  the  estimated  num- 
ber of  firms  with  more  than  5,000  employees  that 
would  elect  to  form  a  corporate  health  alliance  is 
another  important  factor  in  estimating  the  budgetary 
effects  of  the  Administration's  proposal. 

The  decision  to  establish  a  corporate  alliance 
would  depend  largely  on  how  much  a  firm  thought 
it  could  save  by  staying  outside  the  system  of  re- 
gional alliances.  A  firm  would  tend  to  find  it  ad- 
vantageous to  establish  a  corporate  alliance  if  its 
average  employee  had  a  much  lower  level  of  health 
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spending  than  the  average  participant  in  a  regional 
alliance.  But  a  firm  that  established  a  corporate 
alliance  would  also  bear  several  additional  costs:  a 
I  percent  tax  on  its  payroll  (including  the  earnings 
of  part-time  woii:ers,  who  must  enroll  in  the  re- 
gional alliance  in  any  event),  subsidies  for  pre- 
miums of  full-time  workers  earning  less  than 
$15,000  per  year,  and  the  loss  of  the  7.9  pcrcent-of- 
payroll  limit  on  premium  costs,  which  would  other- 
wise be  phased  in  over  eight  years  if  the  firm  joined 
the  regional  alliance.  In  addition,  because  the  pay- 
roll tax  would  start  in  1996— whereas  most  regional 
alliances  are  not  expected  to  be  in  place  until  1998- 
many  firms  that  elected  to  form  a  corporate  alliance 
would  have  to  pay  the  tax  for  two  years  before 
receiving  any  benefit  from  their  decision. 

Based  on  data  from  the  Bureau  of  the  Census's 
Current  Population  Survey  of  March  1993,  CBO 
estimates  that  the  average  firm  would  have  to  ex- 
pect savings  in  premiums  of  about  $800  per  em- 
ployee in  1996  to  make  it  advantageous  to  establish 
a  corporate  alliance  rather  than  enroll  in  a  regional 
alliance.  The  firms  meeting  this  condition  employ 
an  estimated  23  percent  of  the  eligible  employees  in 
large  firms.  That  percentage  would  decline  in  later 
years  as  corporate  managers  had  a  greater  opportu- 
nity to  observe  regional  alliances  in  operation  and 
became  more  willing  to  make  what  would  be  an 
irrevocable  decision  to  join  a  regional  alliance. 
CBO  estimates  that  after  2001,  corporate  alliances 
would  cover  1 1  percent  of  the  eligible  employees  in 
large  firms.  CBO  also  estimates  that  about  three- 
quarters  of  the  employees  now  covered  by  multi- 
employer plans,  rural  electric  and  telephone  cooper- 
atives, and  the  U.S.  Postal  Service,  none  of  which 
would  be  subject  to  the  1  percent  payroll  tax,  would 
ultimately  be  in  corporate  alliances. 


Subsidies  for  Employers 

Employers  that  participated  in  regional  alliances 
would  generally  be  eligible  for  federal  subsidies  that 
would  limit  their  required  premiums  to  7.9  percent 
of  their  payroll.  Small  firms  with  low  average 
annual  wages  would  benefit  from  limits  as  low  as 
3.5  percent  of  their  payroll.  The  wage  brackets  for 
determining  eligibility  for  these  larger  subsidies 
would  not  be  indexed  for  growth  in  prices  or  wages. 


CBO  based  its  estimate  of  the  amount  of  sub- 
sidy payments  to  employers  on  County  Business 
Patterns  data  for  1990  collected  by  the  Census 
Bureau.  These  data  cover  employment  and  payroll 
for  5.1  million  firms.  CBO  has  adjusted  the  data  to 
match  total  payroll  in  the  national  income  and  prod- 
uct accounts  for  1990  and  to  reflect  growth  in  em- 
ployment and  wages  after  that  year. 

An  employer's  required  premiums  would  de- 
pend on  the  number  of  its  woilcers  who  were  en- 
rolled in  regional  alliances  and  on  their  family  type. 
Employers  would  not  have  to  pay  premiums  for 
employees  who  were  dependent  children  under  18 
or  dependent  fiill-time  students  under  24,  or  for 
employees  who  worked  less  than  10  hours  a  week; 
employers  would  pay  only  part  of  the  employer 
share  for  employees  working  between  10  and  30 
hours  a  week.  They  would  pay  the  most  for 
workers  in  one-  and  two-parent  families  and  the 
least  for  single  workers.  The  estimate  assumes  that 
the  relevant  characteristics  of  each  firm's  work  force 
match  the  average  for  its  size  and  industry,  as  calcu- 
lated from  the  March  1993  Current  Population 
Survey. 

These  data  allow  CBO  to  estimate  each  firm's 
liability  for  premiums  as  a  percentage  of  its  quali- 
fied payroll.  They  also  provide  estimates  of  full- 
time-equivalent  employment  and  average  wages  per 
full-time-equivalent  employee,  which  determine  the 
maximum  percentage  of  its  payroll  that  the  firm 
must  pay.  The  estimated  federal  subsidy  is  the 
excess  of  the  firm's  percentage  liability  for  pre- 
miums over  its  limit,  multiplied  by  its  qualifying 
payroll. 

The  final  estimate  incorporates  three  adjust- 
ments to  the  figures  derived  from  the  County  Busi- 
ness Patterns  data.  It  adds  subsidies  for  employers 
not  included  in  the  data-employers  of  agricultural, 
railroad,  and  domestic  workers;  employers  in  Puerto 
Rico;  and  (after  2001)  state  and  local  governments. 
It  removes  estimated  subsidies  for  firms  choosing  to 
operate  a  corporate  health  alliance.  And  it  takes 
into  account  incentives  for  low-wage  workers  to 
minimize  their  premium  liability  by  clustering  in 
firms.  As  described  in  Chapter  4,  CBO  estimates 
that  such  clustering,  or  sorting— including  what 
already  appears  to  be  taking  place  without  the  in- 
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centives  in  flie  Administration's  proposal-would 
increase  the  amount  of  subsidies  to  employers  by  9 
percent  in  2000  and  14  percent  in  2004. 

In  total,  federal  subsidies  for  employers  are 
projected  to  rise  &om  $S  billion  in  1996  to  $58 
billion  in  2000  and  $102  billion  in  2004.  Em- 
ployers with  up  to  24  full-time-equivalent  em- 
ployees-which  includes  over  90  percent  of  em- 
ployers but  only  one-fifth  of  workers-would  receive 
44  percent  of  total  federal  subsidy  payments  to 
employers.  This  percentage  would  decline  over 
time,  however,  as  rising  wages  pushed  some  small 
employers  out  of  the  higher  subsidy  brackets.  Pre- 
mium payments  would  be  capped  for  about  three- 
quarters  of  all  employers,  representing  over  one-half 
of  qualified  employment 

The  rapid  increase  in  subsidies  for  employers 
between  1996  and  2000  primarily  reflects  the  grow- 
ing number  of  workers  enrolled  in  regional  alliances 
during  this  period.  Subsidies  continue  to  grow 
thereafter  because  employment  levels  rise,  health 
insurance  premiums  increase  more  rapidly  than 
wages,  and  state  and  local  governments  and  addi- 
tional employers  electing  not  to  form  corporate 
alliances  become  eligible  for  subsidies. 


fljc  rules  specified  in  the  proposal,  CBO  grouped 
individuals  into  health  insurance  units,  excluded 
ineligible  units  (for  example,  Medicare  beneficiaries 
who  were  not  employed  and  people  in  corporate 
alliances),  identifi»l  units  that  would  be  subject  to 
special  provisions  (for  example,  recipients  of  Aid  to 
Families  with  Dependent  Children  or  Supplemental 
Security  Income,  early  retirees,  workers  eUgible  for 
Medicare,  and  the  self-employed),  computed  the 
relevant  measures  of  income  and  labor  force  status, 
and  determined  the  premium  liability  and  subsidy 
amount  for  each  health  insurance  unit  The  estimate 
was  then  adjusted  to  take  account  of  people  missed 
by  the  CPS  (the  so-called  undercount)  and  people 
not  included  in  the  CPS  universe,  such  as  institu- 
tionalized persons  and  residents  of  Puerto  Rico. 

Subsidies  for  families  would  total  an  estimated 
$54  billion  in  1998,  $70  billion  in  2000,  and  $95 
billion  in  2(X)4.  The  number  of  families  receiving  a 
subsidy  for  the  family  share  of  the  premium  would 
rise  from  40  million  in  1998  to  more  than  50  mil- 
lion in  2004.  Families  receiving  a  subsidy  for  the 
employer  share  of  the  premium  (such  as  those  with 
early  retirees,  self-employed  people,  or  part-time 
workers)  would  approach  30  million  in  2004.  By 
2(X)4,  half  of  all  families  would  receive  some 
subsidy. 


Subsidies  for  Families 

Under  the  Administration's  proposal,  families  (in- 
cluding single  people)  who  participated  in  regional 
alliances  would  be  eligible  for  a  variety  of  federal 
subsidies.  Families  with  low  total  income  could 
receive  subsidies  for  the  family  portion  of  the  pre- 
mium. Families  with  low  nonwage  income  could 
also  receive  subsidies  for  the  employer  share  of  the 
premium,  for  which  the  family  would  be  liable  if  it 
did  not  have  a  full-time  wage  and  salary  worker  or 
the  equivalent  In  1998  and  thereafter,  retirees  ages 
55  to  64  could  have  the  full  amount  of  the  employer 
share  of  their  family's  premium  subsidized  if  they 
would  be  eligible  for  Medicare  at  age  65.  Further 
subsidies  would  help  low-income  families  pay  cost- 
sharing  amounts. 

CBO  based  its  estimate  of  premium  subsidies 
for  families  on  the  March  1993  Current  Population 
Survey  (CPS).    Using  the  data  from  the  CPS  and 


Total  Federal  Subsidies 

Employers  and  families  would  pay  regional  alli- 
ances the  premiums  they  owed,  less  the  amount  of 
any  subsidy;  the  federal  government  would,  in  ef- 
fect pay  regional  alliances  for  the  subsidies,  re- 
duced by  the  states'  maintenancc-of-effort  payments 
to  the  alliances.  Those  maintenancc-of-effort  pay- 
ments would  be  based  on  1993  spending  by  the 
states  for  standard  benefits  for  Medicaid  beneficia- 
ries who  did  not  receive  cash  welfare  payments, 
payments  to  disproportionate  share  hospitals  attrib- 
utable to  such  beneficiaries,  and  supplemental 
(wraparound)  benefits  for  children  receiving  AFDC 
or  SSL  This  amount  would  be  updated  by  the 
projected  rate  of  growth  of  Medicaid  spending 
through  the  first  year  of  a  state's  participation  in  the 
new  program  and  thereafter  by  the  general  health 
care  inflation  factor  combined  with  growth  of  the 
population. 
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CBO  estimates  that  federal  payments  to  regional 
alliances  for  subsidies  would  total  $82  billion  in 
1998,  $108  billion  in  2000.  and  $173  billion  in 
2004.  Those  figures  exceed  the  capped  federal  alli- 
ance payments  specified  in  the  Administration's 
proposal;  CBO  believes,  however,  that  the  caps  on 
payments  to  the  alliances  would  not  be  legally  bind- 
ing. Section  9102  of  the  proposal  attempts  to  limit 
federal  liability  for  the  subsidy  costs  of  the  pro- 
gram, but  the  limitation  does  not  diminish  the  fed- 
eral govenmient's  responsibilities  imder  the  pro- 
posal.   The  proposal  would  oblige  the  govenmient 


both  to  make  subsidy  payments  on  behalf  of  em- 
ployers and  famUies  and  to  ensure  health  coverage 
for  all  eligible  people.  The  proposal  contains  no 
provisions  for  limiting  those  entidements  in  the  face 
of  a  funding  gap,  other  than  providing  for  expedited 
Congressional  consideration  of  the  matter. 


Changes  in  Medicare 

The  Administration's  proposal  would  cover  outpa- 
tient prescription  drugs  under  Medicare  starting  in 


Table  2-3. 

Estimates  of  Medicare  Program  Savings  Under  the  Administration's  Heattli  Proposal 

(By  fiscal  year,  in  billions  of  dollars) 


1996 

1997 

1998 

1999 

2000 

2001 

2002 

2003 

2004 

Reduce  Update  for  Inpatient 

Hospital  Services 

0 

-1 

-2 

-4 

■6 

-7 

-8 

-9 

-10 

Reduce  Adjustment  for 

Indirect  Medtcai  Education 

-2 

-3 

-3 

-4 

-4 

-5 

-5 

■e 

-7 

Reduce  Payments  tor 

Inpatient  Capital 

-1 

-1 

-1 

-2 

-2 

-2 

-2 

-3 

•3 

Reduce  Adjustment  for 

Disproportionate  Share  Hospitals 

a 

-1 

-4 

-4 

-4 

-5 

-S 

-5 

-6 

Base  Reimbursement  Rates  for 

Physicians  on  Real  GDP  per  Capita 

0 

a 

-1 

-2 

-2 

-3 

-4 

-5 

-7 

Establish  Cumulative  Expenditure  Goals 

for  Physicians'  Services 

0 

•2 

-3 

-4 

-6 

-8 

-10 

-13 

-16 

Eliminate  Formula-Driven 

Overpayments  for  Outpatient  Sendees 

•1 

-1 

-2 

-2 

-3 

-4 

-5 

-7 

-9 

Impose  Coinsurance  for 

iJiboratory  Services 

-1 

-1 

•1 

•2 

-2 

-2 

-2 

-3 

-3 

Raise  SMI  Premiums  (Net  savings) 

1 

1 

2 

2 

a 

-1 

-3 

-6 

-7 

Limit  Payments  for  Physicians 

at  High-Cost  Hospitals 

0 

0 

-1 

-1 

-1 

-1 

-1 

-1 

-1 

Change  Secondary  Payer  Provisions 

0 

0 

a 

-1 

-2 

-2 

-2 

-3 

-3 

Impose  Copayment  for 

Home  Health  Care 

-1 

-1 

-2 

-2 

-2 

-2 

-2 

■2 

-3 

Other  Reductions 

J. 

:! 

:2 

:2 

:3 

:3 

^3 

:3 

± 

Total 

-7 

-12 

-19 

-28 

-37 

-45 

-54 

-65 

-77 

SOURCE:    Congrosslonal  Budget  Office. 

NOTE:  GDP  •  gross  domestic  product;  SMI  >  Supplementary  Medical  Insurance. 

«.    Less  than  $500  million. 
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1996.  CBO  based  its  estimate  of  the  cost  of  the 
prescription  drug  benefit  on  the  methodology  de- 
tailed in  its  study  Updated  Estimates  of  Medicare 's 
Catastrophic  Drug  Insurance  Program  (October 
1989).  The  distribution  of  spending  for  prescription 
drugs  by  Medicare  beneficiaries  under  cunent  poli- 
cies was  estimated  using  the  1987  National  Medical 
Expenditure  Survey,  adjusted  for  underreporting  and 
for  subsequent  increases  in  drug  prices  and  use. 
Total  spending  for  prescription  drugs  by  Medicare 
beneficiaries  under  the  proposal  was  increased  to 
reflect  additional  demand  for  drugs  stemming  &om 
the  extended  insurance  coverage  and  reduced  to  t^e 
into  account  the  limits  that  the  proposal  would  im- 
pose on  drug  prices.  Medicare  would  pay  for  the 
portion  of  this  spending  that  exceeded  the  specified 
deductible  and  coinsurance  amounts.  Of  the  in- 
crease in  Medicare  spending,  25  percent  would  be 
covered  by  an  increase  in  premiums  paid  by  benefi- 
ciaries, and  the  remaining  75  percent  would  be  cov- 
ered by  general  revenues.  All  things  considered,  the 
net  cost  to  Medicare  of  the  prescription  drug  benefit 
would  reach  $19  billion  in  2000  and  $28  billion  in 
2004. 


deductibles.  Medicare  would  also  be  responsible  for 
paying  a  portion  of  the  alliance  premium  for  Medi- 
care-eligible individuals  who  worked  part  time  or 
retired  in  the  middle  of  a  year.  Based  on  data  from 
the  Current  Population  Survey,  CBO  estimates  that 
in  1998  this  provision  would  reduce  the  number  of 
people  receiving  primary  coverage  through  Medi- 
care by  2.5  million,  of  whom  about  0.7  mUlion 
would  be  the  disabled  spouses  of  workers.  CBO 
assumes  that  most  of  this  group  would  remain  en- 
rolled in  Medicare's  Supplementary  Medical  Insur- 
ance program  to  receive  the  secondary  coverage  that 
it  would  provide.  On  balance,  these  changes  would 
save  Medicare  an  estimated  $6  billion  in  1998,  $8 
billion  in  2000,  and  $10  billion  in  2004. 

Other  elements  of  the  Administration's  proposal 
would  increase  Medicare  spending  by  about  $2 
billion  a  year.  Most  of  that  increase  would  repre- 
sent payments  to  the  Department  of  Defense  for 
care  provided  to  Medicare-eligible  individuals  who 
enrolled  in  a  health  plan  operated  by  the  Defense 
Department 


As  noted  in  Chapter  1,  reductions  in  Medicare 
spending  would  provide  a  major  part  of  the  funding 
for  the  Administration's  proposal.  The  proposed 
savings  would  grow  from  $19  billion  in  1998  to 
$37  billion  in  2000  and  $77  billion  in  2004  (see 
Table  2-3  on  page  33).  Most  of  the  cuts  would  be 
made  in  reimbursements  to  hospitals,  physicians, 
and  other  providers  of  health  care  services.  Benefi- 
ciaries would  also  be  required  to  pay  higher  premi- 
ums for  Supplementary  Medical  Insurance  and  part 
of  the  cost  of  laboratory  services  and  home  health 
care.  CBO  estimated  the  savings  finm  these  provi- 
sions by  applying  the  proposed  changes  in  the  reim- 
bursement formulas  and  cost-sharing  requirements 
to  its  baseline  projections  for  the  types  of  spending 
that  would  be  affected. 

Under  the  Administration's  proposal,  people 
eligible  for  Medicare  who  were  employed  or  who 
were  married  to  a  worker  would  receive  their  pri- 
mary coverage  through  an  alliance  rather  than 
through  Medicare.  Medicare  would  continue  to 
provide  secondary  coverage  for  benefits  that  it  cov- 
ered but  that  were  not  in  the  standard  benefit  pack- 
age, including  coverage  of  certain  copayments  and 


Changes  in  Medicaid 

Under  the  Administration's  proposal,  some  people 
who  currently  receive  certain  health  benefits  from 
Medicaid  would  receive  them  from  the  alliances  or 
from  other  programs  instead.  Medicaid  would  no 
longer  cover  standard  benefits  for  beneficiaries  who 
did  not  receive  cash  welfare  payments,  supplemental 
services  for  poor  children  with  special  needs,  or 
pharmaceuticals  covered  by  the  new  Medicare  drug 
benefit  CBO's  estimates  of  the  savings  from  this 
discontinued  Medicaid  coverage  reflect  the  baseline 
projections  of  spending  for  these  items.  The  esti- 
mated savings  would  grow  frt>m  $3 1  billion  in  2000 
to  $48  billion  in  2004. 

Medicaid  would  continue  to  cover  recipients  of 
cash  welfare  payments,  who  would  receive  services 
through  the  regional  alliances,  but  federal  payments 
would  be  cut  Initially,  the  federal  government 
would  pay  only  95  percent  of  what  it  would  have 
paid  under  current  law.  Thereafter,  premiums  for 
Medicaid  beneficiaries  would  grow  ai  the  same  rate 
as  other  premiums  in  the  regional  alliances:  In 
addition,  Medicaid  would  no  longer  make  payments 
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for  disproportionate  share  hospitals  (DSH).  Limit- 
ing the  growth  of  premiums  and  cutting  DSH  pay- 
ments would  save  Medicaid  $24  billion  in  2000  and 
$45  billion  in  2004. 

The  Administration's  proposal  would  liberalize 
eligibility  for  long-term  care  benefits,  speed  up 
payments  fot  services,  reduce  administrative  ex- 
penses, and  make  other  small  changes  to  the  Medic- 
aid program.  Those  changes  would,  on  balance,  in- 
crease Medicaid  spending  slightly. 

Long-Tenn  Care  Benefit 

The  Administration's  proposal  would  establish  a 
new  entitlement  program  to  help  states  finance  home- 
and  community-based  care  for  the  severely  dis- 
abled. The  proposal  would  limit  spending  for  this 
new  program  to  specified  amounts,  plus  the  amount 
of  federal  savings  for  home-  and  community-based 
services  under  Medicaid.  CBO  assumes  that  the 
states  would  spend  about  one-quarter  of  their  sav- 
ings on  optional  Medicaid  services.  Net  of  the 
savings  to  Medicaid,  this  program  would  cost  the 
federal  government  an  estimated  $20  billion  in  2000 
and  $40  biUion  in  2004. 


Changes  in  Other  Federal  Programs 

The  Administration's  proposal  would  also  affect 
several  other  federal  programs.  It  would  establish  a 
new  program  for  poor  children  to  provide  supple- 
mentary benefits  not  included  in  the  standard  benefit 
package,  restructure  the  system  of  subsidies  for 
graduate  medical  education  and  academic  health 
centers,  expand  the  activities  of  the  Public  Health 
Service,  and  fiilly  fund  the  Special  Supplemental 
Food  Program  for  Women,  Infants,  and  Children. 
The  Departments  of  Defense  and  Veterans  AfTaiis 
would  receive  payments  from  regional  alliances  for 
health  services  provided  to  some  members  of  their 
health  plans.  The  Federal  Employees  Health  Bene- 
fits program  would  save  money  from  the  limits  on 
premiums,  which  would  slow  the  growth  of  its 
spending,  and  from  being  relieved  of  part  of  its 
responsibibty  for  subsidizing  the  health  benefits  of 
retirees. 

The  availability  of  universal  health  insurance 
and  the  subsidization  of  health  insurance  fOT  retirees 


ages  55  to  64  would  encourage  some  older  workers 
to  retire  earlier.  CBO  estimates  that  these  changes 
would  add  215,000  more  retired  workers  ages  62  to 
64  to  Social  Security's  benefit  rolls  in  2000  and 
would  raise  Social  5^urity  outlays  by  $2  billion. 
Over  the  long  term.  Social  Security  would  incur  no 
additional  costs,  because  benefits  are  actuarially 
reduced  for  early  retiremenL 


Changes  in  Revenues 

The  Joint  Committee  on  Taxation  has  estimated  the 
impact  of  the  provisions  of  the  proposal  that  would 
affect  on-budget  federal  revenues  and  Social  Secu- 
rity payroll  taxes.  By  2004,  more  than  half  of  the 
new  revenues  would  stem  from  increases  in  income 
and  payioU  taxes  on  the  additional  taxable  income 
generated  by  the  proposal.  The  limits  on  premiums 
and  other  elements  of  the  Administration's  proposal 
would  sharply  reduce  the  growth  of  employer 
spending  for  health  insurance.  By  2004,  employers 
would  save  about  $90  billion  for  active  workers  and 
more  than  $15  billion  for  early  retirees.  The  esti- 
mate assumes  that  the  lion's  share  of  those  savings 
would  be  returned  to  workers  in  the  form  of  higher 
cash  wages  and  that  most  of  the  rest  of  the  savings 
would  be  reflected  in  higher  corporate  profits. 
(These  assumptions,  which  reflect  long-established 
conventions  of  revenue  estimation,  are  examined  in 
Chapter  4.)  Federal  revenues  would  rise  because 
the  additional  wages  and  profits  would  be  subject  to 
income  and  payroll  taxation.  The  additional  reve- 
nues would  total  $34  billion  in  2004.  Other  provi- 
sions that  would  significantly  increase  on-budget 
and  Social  Security  revenues  include  an  increase  in 
the  excise  tax  on  tobacco  ($10  billion  in  2(X)4)  and 
the  exclusion  of  health  insurance  from  cafeteria 
plans  ($7  billion). 


How  CBO's  Estimates 
Compare  with  Those  of 
the  Administration 

In  its  budget  for  fiscal  year  1995,  the  Administra- 
tion estimates  that  its  health  proposal  would  reduce 
the  deficit  by  $38  billion  in  2000  and  by  a  cumula- 
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Table  2-4. 

Dlfferenc«s  Between  CBO's  and  the  Admlnlatratlon'a  Estlmatea  of  the  Admlnlatratlon'a  Health  Proposal 

(By  fiscal  year,  In  billions  of  dollars) 


Administration's  Estimate  of  Proposal's 
Effect  on  the  Deficit 


Sut>sidies  for  employere 

0 

2 

6 

17 

22 

25 

Subsidies  for  families 

0 

-1 

-1 

-1 

•1 

a 

State  mairrterumce- 

ot-etfoft  payments 

0 

a 

a 

2 

3 

3 

Medicare  drug  t>enefit 

0 

-1 

1 

1 

1 

2 

Long-temi  cars  benefit 

0 

a 

1 

1 

1 

1 

Social  Security 

0 

a 

■ 

1 

2 

2 

Assessment  on  corporate 

alllarKe  employers 

0 

2 

3 

4 

4 

4 

Exclusion  of  fieattt)  Insurance 

from  cafeteria  plans 

0 

0 

4 

6 

6 

5 

Other  differences 

1 

1 

J. 

^ 

^ 

1. 

Total  Differences 

1 

5 

13 

27 

39 

48 

CBO's  Estirrute  of  Proposers 

Effect  on  tfie  Deficit 

-10 

1 

20 

32 

21 

10 

SOURCES:   Congressional  Budget  Office;  Office  of  Management  artf  Budget 
a.       Lass  than  $500  ndlon. 


tive  total  of  $59  billion  over  the  1995-2000  period. 
(The  Administration  has  not  provided  estimates  for 
later  years.)  In  contrast,  CBO  estimates  that  the 
prop>osal  would  increase  the  deficit  by  $10  billion  in 
2000  and  by  a  total  of  $74  billion  over  the  six-year 
period.  The  two  estimates  are  virtually  the  same  in 
1995  but  differ  by  growing  amounts  after  that  year. 
CBO's  estimate  exceeds  the  Administration's  by 
about  $50  billion  in  2000  (see  Table  2-4). 


Subsidies  for  Employers 

Differences  in  the  estimated  cost  of  federal  subsi- 
dies for  employers  account  for  about  half  the  total 
difference  between  the  two  sets  of  estimates.  In 
2000,  CBO  estimates  that  such  subsidies  would  cost 
$58  billion— $25  billion  more  than  the  Administra- 
tion's figure  of  $33  billion.  Three  major  factors 
explain  the  higher  CBO  estimate:  a  higher  estimate 


of  the  average  health  insurance  premium,  the  as- 
sumed clustering  of  low-wage  workers  to  take  ad- 
vantage of  federal  subsidies,  and  a  methodology  that 
better  accounts  for  the  dispersion  of  average  wage 
rates  among  employers. 

CBO's  estimate  of  the  average  health  insurance 
premium  under  the  Administration's  proposal  is 
about  15  percent  higher  than  the  Administration's 
estimate.  CBO's  average  premium,  however,  is 
virtually  identical  to  that  used  by  Lcwin-VHI,  Inc., 
in  its  recent  financial  analysis  of  the  Administra- 
tion's proposal  and  about  13  percent  lower  than  the 
actuarial  estimate  by  Hewitt  Associates.'    CBO's 


Ixwin-VHI,  Inc..  TV  FUuincial  Impact  oflhi  Health  Security  Act 
(Furfu.  Vi.:  l^win-VHL  IJeeember  1993).  p.  25:  testimony  of 
E>tle  R  Yinumoio  tnl  Fnnk  B.  McAnQe,  Hewin  Aisociitet. 
before  tbe  House  Committee  on  Energy  and  Commerce,  Subcom* 
minee  on  Health  ud  tbe  Enviiooment,  November  22,  1993.  p.  9. 
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estimate  of  premiums  is  higher  than  the  Administra- 
tion's because  it  assumes  that  the  alliance  health 
plans  would  be  responsible  for  a  larger  proportion 
of  national  health  expenditures.  For  example,  com- 
pared with  the  Administration's  estimate,  CBO  as- 
sumes that  more  services  for  the  uninsured,  which 
are  now  funded  by  state  and  local  subsidies  to  pub- 
lic hospitals,  would  be  paid  for  through  alliance 
plans.  CBO  also  assumes,  based  on  consultations 
with  actuaries,  that  the  standard  benefit  package 
would  be  about  5  percent  more  expensive  than  the 
current  average  benefit  package  for  insured  people. 
CBO's  higher  estimate  of  premiums  explains  about 
$15  biUion  of  the  difference  between  the  estimates 
in  2000. 

As  noted  above  and  explained  in  Chapter  4, 
CBO  concludes  that  providing  subsidies  to  em- 
ployers based  on  the  employer's  average  wage 
would  create  an  incentive  for  low-wage  workers  to 
cluster  in  certain  firms.  The  Administration,  in 
contrast,  makes  no  explicit  assimiption  about  the 
sorting  of  workers  into  firms.  This  difference  in 
assumptions  explains  another  $4  billion  of  the  dif- 
ference between  the  estimates  in  2000. 

The  remaining  $6  biUion  difference  between  the 
estimates  of  subsidies  for  employers  stems  from 
differences  in  estimating  methodologies.  CBO 
based  its  estimate  on  County  Business  Patterns  data 
for  specific  firms.  In  contrast,  the  Administration 
based  its  estimate  on  data  for  people  in  the  Current 
Population  Survey  and  imputed  an  average  wage  per 
firm  to  each  worker  in  the  CPS  sample  based  on  the 
worker's  industry,  state  of  residence,  and  establish- 
ment size.  CBO  believes  that  the  Administration's 
method  of  imputation  understates  the  variation  in 
average  wages  among  firms  and  therefore  substan- 
tially underestimates  the  number  of  workers  in  firms 
that  would  be  eligible  for  subsidies. 


Other  DifTerences 

Other  differences  between  CBO's  and  the  Adminis- 
tration's estimates  are  much  smaller.  The  two  esti- 
mates of  the  cost  of  subsidies  for  families  are  quite 
similar;  in  2000,  the  Administration's  allowance  for 
behavioral  changes  almost  exactly  offsets  CBO's 
higher  premiums. 


CBO's  estimates  of  mainteoance-of-effort  pay- 
ments by  the  states  are  slightly  lower  than  those  of 
the  Administration,  with  the  difference  reaching  $3 
billion  by  2000.  Maintenance-of-effort  payments 
would  be  based  on  spending  by  states  in  1993  on 
behalf  of  Medicaid  recipients  who  were  not  benefi- 
ciaries of  AFDC  or  SSI  or  eligible  for  Medicare. 
CBO's  estimate  of  the  proportion  of  Medicaid 
spending  that  falls  in  this  category  is  derived  .fit>m 
data  reported  by  the  states  to  the  Health  Care  Fi- 
nancing Administration;  it  is  smaller  than  the  figure 
assumed  by  the  Administration. 

CBO  and  the  Administration  differ  slightly  in 
their  estimates  of  the  costs  of  the  proposed  Medi- 
care drug  benefit  and  the  long-term  care  benefit. 
CBO's  estimate  of  the  cost  of  the  drug  benefit  is 
$2  billion  higher  than  the  Administration's  in  2000. 
CBO  assimies  a  higher  level  of  spending  for  drugs 
in  the  baseline,  but  the  Administration  assumes  a 
larger  increase  in  demand  fit>m  the  new  benefit 
CBO's  estimate  of  the  long-term  care  benefit  ex- 
ceeds the  Administration's  estimate  because  of 
CBO's  assumption  that  the  states  will  spend  about 
one-quarter  of  their  savings  on  optional  Medicaid 
services.  Another  difference  in  the  two  sets  of 
estimates  is  that  the  Administration's  estimate  in- 
cludes no  additional  Social  Security  benefits  for 
early  retirees. 

The  Joint  Committee  on  Taxation  (JCT)  has 
estimated  that  the  income  fit>m  the  1  percent  assess- 
ment on  the  payroll  of  corporate  alliance  employers 
would  yield  only  $1  billion  in  revenues  in  2000"$4 
billion  less  than  the  Administration's  estimate  of  $S 
biUion.  In  preparing  its  estimate,  the  Administration 
assumed  that  most  eligible  large  firms  would  choose 
to  establish  corporate  alliances.  In  contrast,  CBO 
and  JCT  have  projected  that  firms  employing  only 
about  15  percent  of  eligible  employees  would  be  in 
corporate  alliances  in  2000.  JCT  has  also  estimated 
that  excluding  health  benefits  from  cafeteria  plans 
would  gain  $5  billion  less  in  revenues  in  2000  than 
the  Administration  has  calculated.  The  difference 
arises  from  JCT's  assumption  that  a  smaller  fraction 
of  the  health  benefits  that  could  no  longer  be  pro- 
vided through  cafeteria  plans  would  end  up  as 
wages. 


79-746  O  -  94  -  3 
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Sensitivity  of  the  Estimates 
to  Premium  Levels 

The  impact  of  the  Administration's  proposal  on  the 
deficit  is  highly  sensitive  to  the  assumed  level  of 
health  insurance  premiums  in  the  alliances.  The 
higher  the  average  premium,  the  greater  will  be  the 
federal  subsidy  payments,  the  smaller  the  increase  in 
taxable  incomes,  and  the  bigger  the  increase  in  the 
deficit  CBO  has  illustrated  this  sensitivity  by  esti- 
mating the  financial  impact  of  the  Administration's 


pn^>osal  under  two  additional  sets  of  premiums:  that 
of  the  Administration,  which  is  roughly  15  percent 
below  CBO's,  and  a  set  that  is  10  percent  higher 
than  CBO's. 

Using  the  Administration's  premiums,  CBO 
estimates  that  the  Administration's  proposal  would 
reduce  the  deficit  in  1999  and  later  years.  The 
reduction  would  amount  to  $17  billion  in  2000  and 
$40  billion  in  2004.  The  reduction  in  the  deficit  in 
2000  would  still  be  about  $20  billion  less  than  the 


Table  2-5. 

Sources  and  Uses  of  Funds  of  the  Health  Alliances 

(By  fiscal  year.  In  billions  of  dollars) 


1996 

1997 

1998 

1999 

2000 

2001 

2002 

2003 

2004 

Sources  Of  Functa 

1 

Nonfederal 

Employer  payments 
Household  payments 
State  share  of  Medicaid 

30 
10 
2 

93 

30 

6 

239 
76 
17 

290 
92 
20 

300 
94 
21 

318 
99 
22 

327 
104 
24 

338 
107 
25 

352 
110 
27 

State  maintenance-of- 
effort  payments 

Subtotal,  Nonfederal 

-J. 
43 

6 
136 

16 
348 

20 
421 

_20 
436 

_21 
461 

22 

477 

23 
493 

513 

Federal 
Subsidies 

9 

30 

82 

102 

106 

123 

142 

158 

173 

Federal  share  of  Medicaid 

3 

e 

22 

27 

28 

30 

32 

33 

36 

Other  federal  payments 
Subtotal.  Federal 

a 
12 

a 
39 

6 
110 

6 
137 

_8 
144 

_9 
162 

9 
183 

10 
201 

_10 
219 

Total,  All  Sources 

56 

174 

458 

558 

580 

623 

660 

695 

732 

Payments  to  Health  Plans 
Assessment  for  Medical  Education 
Alliance  Administration 

Total.  All  Uses 


Uses  of  Funds 

54 

168          441 

637 

558 

599 

635 

668 

705 

1 

2               6 

8 

8 

9 

9 

10 

10 

1 

4             11 

13 

_14 

^5 

_16 

17 

_!2 

SOURCE:      Congressional  Budget  OtDce. 
a.       Less  than  $500  million. 
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Administration's  own  estimate,  but  removing  the 
difference  in  assumed  premiums  would  eliminate 
more  than  half  of  the  total  difference  between 
CBO's  and  the  Administration's  estimates.  If  pre- 
miums were  10  percent  higher  than  CBO  has  as- 
sumed, the  proposal  would  add  substantially  to  the 
deficit  each  year~$S2  billion  in  1998,  $36  billion  in 
2000,  and  $38  billion  in  2004. 


Sources  and  Uses  of  Funds 
of  the  Health  Alliances 

Although  the  Administration's  proposal  would  have 
only  a  modest  effect  on  the  federal  deficit,  the  flows 


of  funds  into  and  out  of  the  regional  and  corporate 
health  alliances  would  be  substantial  (see  Table 
2-5).  Payments  to  health  insurance  plans  would 
constitute  by  far  the  largest  of  the  alliances'  outlays. 
Alliances  would  receive  payments  of  premiums 
from  employers  and  households  and  maintenance- 
of-effort  payments  and  payments  on  behalf  of  Med- 
icaid beneficiaries  from  the  states.  The  U.S.  Trea- 
sury would  also  make  payments  to  the  alliances  for 
subsidies  for  en^)Ioyers  and  households,  the  federal 
share  of  Medicaid,  and  premiums  for  federal  civilian 
employees  and  certain  people  eligible  for  Medicare. 
Alliances  would  make  payments  to  other  alliances 
in  cases  in  which  a  household  could  choose  its 
source  of  coverage,  but  these  interalliance  payments 
would  have  no  net  effect 
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The  Budget  of  the  United  States  Government 
serves  many  purposes.  Not  only  is  the  bud- 
get a  financial  accounting  of  the  receipts 
and  expenditures  of  the  federal  government;  it  also 
sets  forth  a  plan  for  allocating  resources-between 
the  public  and  private  sectors  and  within  the  public 
sector— to  meet  national  objectives. 

Ever  since  the  outlines  of  the  Administration's 
health  proposal  became  known,  policymakers  and 
the  media  have  expressed  considerable  interest  in 
how  it  would  be  treated  in  the  federal  budget. 
Some  observers  contend  that  the  program  would  not 
receive  an  appropriate  degree  of  scrutiny  if  the 
budget  did  not  include  all  of  its  financial  transac- 
tions. If  the  financial  activities  mandated  by  the 
new  program  were  not  part  of  the  budget,  they 
argue,  fiscal  discipline  might  suffer  activities  that 
are  now  in  the  budget  might  be  transferred  to  non- 
budget  entities  that  were  not  subject  to  the  oversight 
and  restraints  characteristically  imposed  on  budget 
accounts.  Others  fear  that  labeling  all  of  the  pro- 
gram's financial  flows  as  budgetary  might  preclude 
a  reasoned  consideration  of  the  proposal's  merits  by 
raising  concerns  about  the  size  of  the  public  sector. 
The  choice  of  budgetary  treatment  could  also  affect 
which  Congressional  committees  are  given  primary 
jurisdiction  over  the  proposal. 

The  issue  of  budgetary  treatment  is  not  peculiar 
to  the  health  reform  initiative.  Every  time  the  Con- 
gress considers  or  enacts  a  bill  that  establishes  a 
new  program,  the  Congressional  Budget  Office  and 
the  Office  of  Management  and  Budget  must  con- 
sider whether  and  how  it  should  be  shown  in  the 
federal  budget.     For  most  pieces  of  legislation,  this 


is  a  relatively  easy  call.  But  for  some  bills,  such  as 
major  health  reform  proposals,  that  assessment  is 
marked  by  some  ambiguity  and  considerable  com- 
plexity. 

This  chapter  discusses  the  appropriate  budgetary 
treatment  of  the  Administration's  health  proposal, 
particularly  the  treatment  of  the  payments  to  and 
from  the  regional  and  corporate  alliances.  It  first 
examines  the  two  main  sources  of  guidance  on  bud- 
getary classification-the  Report  of  the  President's 
ComJnission  on  Budget  Concepts  and  the  current 
budgetary  treatment  of  programs  analogous  to  the 
President's  plan.  It  finds  that  these  sources  can 
inform  the  decision  on  how  to  treat  the  Administra- 
tion's proposal  but  by  themselves  cannot  resolve  the 
issue. 

Tlie  second  and  third  sections  of  this  chapter  ex- 
plain CBO's  view:  the  financial  transactions  of  the 
health  alliances  should  be  included  in  the  accounts 
of  the  federal  government,  but  they  should  be  dis- 
tinguished from  other  federal  operations  and  shown 
separately,  as  is  the  practice  for  the  Social  Security 
program.  CBO  bases  this  view  primarily  on  its 
judgment  that  the  Administration's  proposal  would 
establish  a  federal  entitlement  to  health  benefits  and 
that  tfie  mandatory  premiums  used  to  finance  the 
new  entitlement  would  constitute  an  exercise  of 
sovereign  power.  CBO's  view  on  these  matters  is 
only  advisory;  ultimately,  the  Congress  and  the 
President  should  explicitly  address  the  issue  through 
legislation  to  ensure  the  appropriate  public  control 
of  and  accountability  for  the  transactions  of  the 
alliances. 
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Guidelines  for  Budgetary 
Classification 

Certain  elements  of  the  Administration's  proposal 
are  unambiguously  federal  activities  that  all  agree 
should  be  included  in  the  budget—for  example,  the 
increase  in  the  tax  on  tobacco,  the  subsidies  for 
individuals  and  employers,  the  expansion  of  certain 
discretionary  programs,  and  the  changes  in  Medicare 
and  Medicaid.  But  what  about  the  premiums  that 
individuals  and  employers  pay  to  the  health  alli- 
ances and  the  payments  by  the  alliances  to  the  vari- 
ous health  plans?  Are  the  alliances  private  or  state 
entities  that  belong  outside  the  federal  budget?  Or 
are  they,  for  most  practical  purposes,  creatxires  of 
the  federal  government,  whose  income  and  outgo 
should  all  be  included  in  the  federal  government's 
accounts? 

In  answering  such  questions,  budget  analysts 
normally  consult  two  sources  for  guidance.  One  is 
the  1967  Report  of  the  President's  Commission  on 
Budget  Concepts.  The  other  is  budgetary  prece- 
dents. Because  of  the  unique  features  of  the  Ad- 
ministration's health  proposal,  neither  source  pro- 
vides an  unambiguous  answer. 


The  President's  Commission 
on  Budget  Concepts 

In  March  1967,  President  Lyndon  B.  Johnson  ap- 
pointed a  15-member  commission  to  advise  him  on 
budgetary  concepts  and  presentation.  The  commis- 
sion issued  its  re[)ort  in  October  of  that  year,  and 
the  budget  diat  the  President  submitted  in  January 
1968  reflected  most  of  its  reconunendations-nota- 
bly,  the  institution  of  a  unified  federal  budget  The 
commission's  proposal  to  record  federal  credit  trans- 
actions in  the  budget  on  a  subsidy-cost  basis  was 
not  adopted  until  1990,  with  the  passage  of  the 
Federal  Credit  Reform  Act.  A  few  recommenda- 
tions~for  example,  the  use  of  accrual  accounting 
instead  of  cash  accounting-have  never  been  fully 
implemented. 

Although  the  Report  of  the  President's  Commis- 
sion on  Budget  Concepts  has  no  legal  status,  it 


remains  to  this  day  the  only  authoritative  statement 
on  federal  budgetary  accounting.  The  commission's 
most  important  recommendation  was  for  a  compre- 
hensive budget  with  few  exclusions.  To  work 
well,"  the  commission  stated,  "the  governmental 
budget  process  should  encompass  the  full  scope  of 
the  programs  and  transactions  that  are  within  the 
Federal  sector  and  not  subject  to  the  economic 
disciplines  of  the  marketplace."  The  commission 
recommended  that  "the  budget  should,  as  a  general 
rule,  be  comprehensive  of  the  fiill  range  of  Federal 
activities.  Borderline  agencies  and  transactions 
should  be  included  in  the  budget  unless  there  are 
exceptionally  perstiasive  reasons  for  exclusion."' 

The  commission  recognized  that  its  recommen- 
dation posed  "practical  questions  as  to  precisely 
what  outlays  and  receipts  should  htm  the  budget  of 
the  federal  government.  The  answer  to  this  question 
is  not  always  as  obvious  as  it  may  seem:  the  bound- 
aries of  the  federal  establishment  are  sometimes  dif- 
ficult to  draw."  The  commission  proposed  a  series 
of  questions  to  help  make  this  determination:  "Who 
owns  the  agency?  Who  supplies  its  capital?  Who 
selects  its  managers?  Do  the  Congress  and  the 
President  have  control  over  the  agency's  program 
and  budget,  or  are  the  agency's  policies  the  respon- 
sibility of  the  Congress  or  the  President  only  in 
some  broad  ultimate  sense?  The  answer  to  no  one 
of  these  questions  is  conclusive,  and  at  the  margin, 
where  boundary  questions  arise,  decisions  have  been 
made  on  the  basis  of  a  net  weighing  of  as  many 
relevant  considerations  as  possible."^ 

The  report  cited  some  exceptions,  though,  to  its 
recommendation  of  a  comprehensive  budget  For 
example,  even  though  the  Federal  Reserve  System  is 
clearly  a  federal  operation,  the  commission  recom- 
mended that  its  receipts  and  expenditures  be  ex- 
cluded from  the  budget,  in  part  to  protect  the  inde- 
pendence of  the  nation's  monetary  authorities.  The 
commission  recommended  that  the  local  receipts 
and  expenditures  of  the  District  of  Columbia  be  ex- 
cluded as  well,  even  though  the  District  is  a  federal 


Report  of  the  President's  Commission  on  Budget  Concepts  (Octo- 
ber 1987),  pp.  24-25. 
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enclave.  The  commission  further  recommended  that 
government-sponsored  enterprises  be  omitted  from 
the  budget  when  such  enterprises  were  "completely 
privately  owned."  Because  the  Administration's 
proposal  shares  some  of  the  characteristics  of  these 
exceptions  but  lacks  others,  no  one  can  be  sure  how 
the  commission  would  have  treated  the  health  alli- 
ances, bad  they  been  on  the  horizon  in  1967. 

The  commission  also  considered  the  issue  of 
when  to  offset  receipts  against  expenditures  in  pre- 
senting the  government's  fiscal  totals.  For  fiscal 
year  1993,  the  Department  of  the  Treasury  reported 
federal  outlays  of  $1,408  billion,  federal  govern- 
mental receipts  of  $1,153  billion,  and  a  deficit  of 
$255  billion.  The  figure  for  govermnental  receipts 
includes  most  of  the  funds  that  the  government 
collects  (for  example,  income  and  payroll  taxes). 
But  the  budget  treats  some  of  the  government's 
income,  such  as  proceeds  from  the  sale  of  stamps 
by  the  Postal  Service,  as  an  offset  to  its  outlays. 

"For  purposes  of  summary  budget  totals,"  the 
commission  recommended,  "receipts  from  activities 
which  are  essentially  governmental  in  character,  in- 
volving regulation  or  compulsion,  should  be  re- 
garded as  receipts.  But  receipts  associated  with 
activities  which  are  operated  as  business-type  enter- 
prises, or  which  are  market-oriented  in  character, 
should  be  included  as  offsets  to  the  expenditures  to 
which  they  relate."  Among  the  various  items  that 
should  be  treated  as  budget  receipts  the  coimnission 
listed  both  employment  taxes  and  social  insurance 
premiums.' 


Budgetary  Precedents 

Another  way  to  inform  judgment  is  by  examining 
relevant  precedents.  Yet  this  approach  is  also  in- 
complete, because  the  Administration's  health  pro- 
posal differs  significantly  from  existing  programs 
and  because  existing  accounting  practices  are  incon- 
sistent 

In  one  major  instance~the  unemployment  insur- 
ance (UI)  program-the  federal  budget  includes  in 


3.      Ibid.,  p.  65. 


its  entirety  a  joint  activity  of  the  federal  and  state 
governments.  The  Social  Security  Act  of  1935  cre- 
ated the  UI  program  and  established  a  federal  tax 
liability.  Under  the  program,  states  are  free  to  set 
tax  rates,  benefit  levels,  and  eligibility  requirements 
within  certain  limits.  States  that  establish  a  feder- 
ally approved  UI  system  and  impose  their  own  pay- 
roll tax  receive  a  partial  credit  against  the  federal  UI 
tax.  The  federal  tax  pays  for  federal  and  state  ad- 
ministration of  unemployment  insurance,  97  percent 
of  the  cost  of  employment  services,  and  50  percent 
of  the  cost  of  extended  benefits  during  periods  of 
high  unemployment  in  a  state.  The  state  and  federal 
taxes  alike  are  deposited  in  trust  funds  held  by  the 
U.S.  Treasury,  and  the  federal  budget  records  all  of 
the  funds'  revenues  and  spending. 

In  other  instances,  the  federal  budget  includes 
only  part  of  the  cost  of  a  joint  federal/state  program. 
For  example,  if  a  state  establishes  a  program  of 
Medicaid  or  Aid  to  Families  with  Dependent  Giil- 
dren  that  meets  the  terms  of  the  Social  Security  Act, 
the  federal  government  pays  a  prescribed  share  of 
the  costs,  and  the  budget  includes  only  that  federal 
payment  Unlike  the  case  of  unemployment  insur- 
ance, however,  the  federal  government  imposes  no 
tax  or  other  penalty  if  a  state  fails  to  establish  a 
Medicaid  or  AFDC  program. 

The  Coal  Industry  Retiree  Health  Benefit  Pro- 
gram is  part  of  the  federal  budget  although  its 
funds  do  not  pass  through  the  Treasury.  Established 
by  the  Energy  Policy  Act  of  1992,  this  program 
guarantees  lifetime  health  benefits  for  certain  miners 
and  their  dependents  and  requires  coal  companies  to 
pay  health  insurance  premiums  to  two  privately 
managed  trust  funds  on  behalf  of  those  miners, 
including  some  who  never  worked  for  the  compa- 
nies in  question.  Even  though  the  benefit  plans  are 
nominally  private  and  the  federal  government  plays 
no  role  in  selecting  their  trustees,  the  plans'  receipts 
and  spending  are  included  in  the  federal  budget 
because  federal  law  both  requires  payment  and  de- 
termines the  use  of  the  money. 

The  budgetary  treatment  of  the  promotional 
boards  for  agricultural  commodities  is  at  odds  with 
that  of  the  Coal  Industry  Retiree  Health  Benefit 
Program.  Federal  law  has  established  17  of  these 
boards  since  1955.   The  boards  collect  assessments 
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&om  domestic  producers  (and  sometimes  importers 
and  maiktteTs)  and  use  those  funds  to  promote  con- 
sumption of  a  particular  commodity,  such  as  dairy 
products  or  cut  flowers.  Tlie  Secretary  of  Agricul- 
ture appoints  most  of  the  boards,  and  federal  law 
establishes  and  enforces  payment  of  the  assess- 
ments. Yet  despite  this  substantial  federal  role,  the 
budget  does  not  include  the  transactions  of  the 
boards. 

Still  other  comparisons  are  possible  between  the 
Administration's  proposal  and  various  federal  regu- 
latory activities.  For  eitample,  the  federal  govern- 
ment requires  employers  to  meet  conditions  govern- 
ing the  wages  and  hours  of  workers  (under  the  Fair 
Labor  Standards  Act  of  1938),  occupational  safety 
and  health  (under  the  Occupational  Safety  and 
Health  Act  of  1970),  and  the  treatment  of  persons 
with  disabilities  (under  the  Americans  with  Disabili- 
ties Act  of  1990).  All  of  these  laws  impose  sub- 
stantial costs  on  employers  and  may  aiTect  the 
amount  and  type  of  compensation  that  employees 
receive,  but  the  budget  includes  none  of  their  costs. 

Looking  at  these  budgetary  precedents  does  not 
resolve  the  issue  of  how  to  treat  the  Administra- 
tion's health  proposal.  The  proposal  bears  a  resem- 
blance to  all  of  the  programs  cited,  but  it  also  shows 
significant  differences.  Which  is  the  most  appropri- 
ate comparison?  Is  the  proposal  most  like  the  un- 
employment insurance  program,  AFE>C  or  Medicaid, 
the  Coal  Industry  Retiree  Health  Benefit  Program, 
the  promotional  boards  for  agricultural  commodities, 
the  mandates  of  the  Americans  with  Disabilities 
Act,  or  some  other  program?  The  answer  is,  again, 
a  matter  of  judgment  But  even  if  the  answer  were 
clear,  a  practice  followed  for  a  program  costing 
$200  million  might  not  be  appropriate  for  one  cost- 
ing $500  billion. 


ity  or  transaction  that  remains  essentially  private? 
If  the  activity  is  primarily  govenmiental,  is  it  a 
federal  activity,  a  state  activity,  a  shared  federal/ 
state  activity,  or  some  new  hybrid?  If  the  answers 
to  these  two  questions  indicate  that  the  program 
belongs  in  the  accounts  of  the  federal  government,  a 
third  question  arises:  How  should  the  program  be 
displayed  in,  and  controlled  through,  the  budget? 

Considering  the  Administration's  proposal  in  its 
entirety,  the  Congressional  Budget  Office  concludes 
that  it  establishes  both  a  federal  entiUement  to 
health  benefits  and  a  system  of  mandatory  payments 
to  finance  those  benefits.  In  administering  the  pro- 
posed program,  regional  alliances,  corporate  alli- 
ances, and  state  single-payer  plans  (if  any)  would 
operate  primarily  as  agents  of  the  federal  govern- 
ment Therefore,  CBO  believes  that  the  financial 
transactions  of  the  health  alliances  should  be  in- 
cluded in  the  federal  govenmient's  accounts  and 
that  the  premium  payments  should  be  shown  as 
governmental  receipts  rather  than  as  offsets  to 
spending.  Nonetheless,  because  of  the  uniqueness 
and  vast  size  of  the  program,  the  budget  document 
should  distinguish  the  transactions  of  the  alliances 
from  other  federal  operations  and  show  them  sepa- 
rately, as  is  the  practice  for  Social  Security.  CBO's 
view,  as  noted  earlier,  is  solely  advisory.  The  Presi- 
dent and  the  Congress  should  ultimately  resolve  the 
debate  over  the  proposal's  budgetary  treatment 
through  legislation. 


Why  Should  the  Health 
Alliances  Be  Included  in 
the  Accounts  of  the 
Federal  Government? 


CBO's  Assessment 

Determining  the  appropriate  budgetary  treatment  of 
a  program  like  health  reform  involves  answering  not 
one  but  a  series  of  questions.  Is  the  program  funda- 
mentally governmental  in  nature,  or  does  the  legis- 
lation seek  to  facilitate,  regulate,  or  guide  an  activ- 


Two  factors  shape  CBO's  view  that  the  proposed 
health  alliances  should  be  included  in  the  federal 
government's  accounts-a  review  of  budgetary  con- 
cepts and  precedents  and  the  need  to  ensure  fiscal 
accountability  and  control.  In  addition,  the  public's 
perception  of  the  nature  of  the  new  program  de- 
serves some  consideration. 
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Budgetary  Concepts  and  Precedents 

More  than  a  govenunent  regulation,  the  Administra- 
tion's proposal  specifies  outcomes,  dictates  the 
means  by  which  the  outcomes  must  be  achieved, 
prescribes  d>e  financing  mechanism  that  must  be 
used,  and  enforces  the  prescribed  transactions.  The 
first  section  of  Title  I  creates  a  universal  entitlement 
to  a  set  of  benefits  that  are  defined  in  considerable 
detail.  Hie  benefits  would  not  be  restricted  to  those 
who  already  receive  similar  benefits,  nor  would 
nonpaycKnt  of  premiums  be  grounds  for  a  health 
plan  or  health  alliance  to  deny  benefits.  Thus,  the 
program  does  more  than  redefine  the  terms  or  con- 
ditions of  preexisting  private  transactions,  which  is 
how  one  might  characterize  the  minimum  wage,  for 
example. 

The  Administration's  proposal  establishes  an  ex- 
plicit financing  mechanism  for  the  standard  benefit 
package.  It  requires  employers  (except  those  large 
firms  that  choose  to  form  corporate  alliances),  em- 
ployees, and  nonworkers  to  pay  premiums  to  the 
regional  alliances.  A  federal  entity-the  National 
Health  Board-and  a  set  of  subsidies  specified  in 
federal  law  would  largely  determine  the  levels  of 
those  payments.  The  premiums  would  be  manda- 
tory, although  many  participants  would  undoubtedly 
pay  them  gladly  in  return  for  the  program's  health 
benefits,  just  as  many  would  voluntarily  contribute 
to  Social  Security  in  return  for  that  program's  retire- 
ment, survivors,  and  disability  benefits.  The  pro- 
posal would  also  require  states  to  make  specified 
payments  (for  example,  Medicaid  maintenance-of- 
eifort  payments)  to  their  regional  alliances. 

The  National  Health  Board  and  the  Departments 
of  Health  and  Human  Services  and  Labor  would 
play  important  roles  in  the  creation  and  day-to-day 
operation  of  the  new  health  system.  The  board 
would  approve  the  states'  health  care  systems,  im- 
pose sanctions  on  those  systems  that  failed  to  meet 
federal  requirements,  develop  a  methodology  for 
risk  adjustment  and  reinsurance,  set  capital  stan- 
dards for  health  plans  in  the  regional  alliances, 
develop  standards  for  states'  guaranty  funds,  and 
oversee  and  monitor  the  system.  The  Secretary  of 
Health  and  Human  Services  would  develop  stan- 
dards for  the  financial  management  of  the  health 
alliances,  audit  the  regional  alliances,  and  certify 


essential  community  providers  with  whom  plans 
would  have  to  affiliate.  The  Secretary  of  Labor 
would  be  responsible  for  the  proper  functioning  of 
the  corporate  alliances  and  could  impose  civil  mon- 
etary penalties  for  noncompliance. 

Altiiough  the  federal  government  would  play  a 
very  large  role,  the  proposal  would  assign  substan- 
tial responsibilities— and  leave  some  discretion~to 
the  states,  the  regional  alliances,  corporations,  and 
individuals.  States  would  establish  and  define  the 
geographic  boundaries  of  the  regional  alliances,  en- 
sure that  the  amounts  owed  to  the  alliances  were 
collected  and  paid,  assist  alliances  in  verifying  eligi- 
bility for  subsidies,  certify  health  plans  and  assure 
their  fiscal  solvency,  ensure  that  all  residents  had 
access  to  an  adequate  choice  of  health  plans,  estab- 
lish a  reinsurance  program  for  health  plans,  and  pro- 
vide a  guaranty  fimd.  If  they  chose,  states  could 
assign  the  responsibilities  of  the  alliances  to  a  state 
agency.  They  could  also  establish  a  single-payer 
plan,  which  would  affect  the  amount  of  choice 
offered  to  the  state's  residents,  the  governance  of 
the  system,  and  (within  specified  limits)  the  sys- 
tem's financing. 

The  regional  alliances  would  be  charged  with 
making  agreements  with  qualified  health  plans  and 
offering  those  plans  to  the  residents  of  their  areas. 
The  alliances  would  ensure  that  people  enrolled  in 
health  plans,  collect  premiums,  determine  eUgibUity 
for  subsidies,  evaluate  the  performance  of  health 
plans,  ensure  that  the  plans  stayed  within  budget, 
adjust  payments  to  plans  for  different  levels  of  risk, 
establish  fee  schedules  for  services,  and  coordinate 
activities  with  those  of  other  alliances.  In  addition, 
health  plans  in  the  regional  alliances  would  offer 
participants  the  option  of  purchasing  supplementary 
insurance  to  cover  certain  cost-sharing  requirements 
of  the  standard  benefit  package  and  could  offer 
supplementary  insurance  for  items  not  included  in 
the  standard  package.  As  proposed,  the  alliances' 
income  from  premiums  and  their  payments  to  the 
health  plans  would  not  pass  through  the  Treasury's 
accounts. 

Large  corporations  would  be  able  to  establish 
corporate  alliances  that  would  perform  the  basic 
functions  of  regional  alliances.  Large  corporations 
would  also  have  some  discretion  in  shaping  the 
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options  that  their  corporate  alliances  offered  to 
employees.  The  Administration's  proposal  would 
impose  no  limits  on  the  amount  a  corporation  could 
initially  pay  for  the  insurance  it  provided  to  its 
workers,  but  it  does  specify  the  minimum  fraction 
of  the  costs  that  the  firm  would  have  to  pay  and  the 
rate  by  which  premiums  could  grow.  The  premi- 
ums and  payments  would  not  flow  though  the  re- 
gional alliances,  and  the  subsidies  to  individuals 
would  be  largely  the  responsibility  of  the  corpora- 
tion, which  would  be  required  to  pay  at  least  95 
percent  of  the  costs  of  insuring  its  low-wage 
workers.  The  proposal  would  require  corporate 
alliances  to  offer  at  least  three  health  plans  (includ- 
ing one  fee-for-service  plan  and  two  others,  such  as 
health  maintenance  organizations),  employ  commu- 
nity rating,  use  the  same  medical  fee  schedules  as 
the  regional  alliances,  and  satisfy  much  the  same  re- 
quirements for  information  as  the  regional  alliances. 

Individuals  in  both  regional  and  corporate 
alliances  would  have  a  choice  of  health  plans,  and 
their  premiums  would  vary  according  to  the  plan 
they  chose  and  their  income.  People  would  also 
have  the  option  of  purchasing  supplementary  health 


Are  these  discretionary  aspects  of  the  proposal 
sufficient  to  classify  the  new  program  as  a  regula- 
tory activity  or  a  shared  federal/state  program?  The 
answer  to  this  question  is  a  matter  of  judgment  No 
sharp  line  separates  regulatory  activities  that  are 
outside  the  budget  from  governmental  activities  that 
are  within  it  In  this  case,  when  the  federal  govern- 
ment specifies  not  only  an  outcome  but  also  how 
the  outcome  is  to  be  achieved,  limits  the  ways  in 
which  the  activity  can  be  financed,  makes  a  substan- 
tial financial  contribution,  and  calls  for  the  creation 
of  new  institutions  to  carry  out  the  activity,  CBO 
concludes  that  the  boundaries  of  regulation  have 
been  crossed. 

In  particular,  this  appears  to  be  the  case  with 
respect  to  the  regional  alliances.  Federal  statute 
would  establish  and  defme  these  new  institutions. 
The  terms  and  financing  of  the  insurance  they  of- 
fered would  be  specified  by  federal  law,  and  their 
activities  would  be  regulated  and  monitored  by  the 
E>epartment5  of  Labor  and  Health  and  Human  Ser- 
vices. This  situation  differs  from  cases  in  which  the 


federal  government  requires  existing  institutions- 
states  or  businesses— to  take  on  added  responsibili- 
ties and  leaves  open  the  choice  of  bow  they  would 
finance  them. 

The  corporate  alliances,  which  have  many  of  the 
characteristics  of  private  entities,  would  for  all  prac- 
tical purposes  be  standing  in  for  a  governmental  or 
quasi-governmental  agency— the  regional  alliance.  If 
•  large  corporation  chose  not  to  establish  its  own 
alliance,  it  would  have  to  participate  in  the  regional 
alliances.  If  a  corporate  alliance  did  not  comply 
with  federal  regulations  or  became  financially  insol- 
vent, it  could  be  terminated  by  the  Secretary  of 
Labor.  If  a  state  chose  to  establish  a  single-payer 
system,  it  could  deny  the  large  corporations  operat- 
ing within  its  borders  the  option  of  establishing  a 
corporate  alliance. 

The  important  role  and  flexibility  afforded  to 
states  and  regional  alliances  do  not  appear  to  be 
sufficient  to  classify  the  proposal  as  a  shared  fed- 
eral/state program  like  AFDC  or  Medicaid.  Indeed, 
the  level  of  federal  involvement  would  far  exceed 
that  of  existing  entitlement  grant  programs.  Re- 
gional alliances  would  be  able  to  borrow  from  the 
federal  government  and  would  receive  start-up 
grants  frt)m  Washington.  In  addition,  they  would  be 
granted  powers  that  could  only  flow  from  federal 
authority.  For  example,  they  would  have  the  power 
to  extract  premium  payments  frvm  businesses  in 
other  states  that  employed  their  residents,  even 
when  those  businesses  engaged  in  no  activity  in  the 
alliance's  state.  Federal  law  would  establish  a  com- 
plex set  of  financial  flows  among  alliances.  Those 
flows  would  cover  people  who  moved  either  tempo- 
rarily or  permanently,  full-time  students  who  at- 
tended schools  located  in  other  aUiance  areas,  and 
multiworker  families  in  which  one  or  more  workers 
could  be  covered  by  a  corporate  aUiance. 

As  described  in  Chapter  1,  federal  agencies 
would  play  an  important  role  in  ensuring  that  states 
and  alliances  fulfilled  the  requirements  specified  in 
the  proposal.  If  a  state  did  not  establish  a  system  of 
alliances  according  to  the  law,  or  if  the  National 
Health  Board  terminated  its  approval  of  a  state's 
system,  the  Secretary  of  Health  and  Human  Services 
would  establish  and  operate  a  system  of  alliances 
and  would  impose  a  surcharge  of  15  percent  on 
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premiums  to  cover  additional  administrative  and 
other  expenses.  This  backstop  is  even  stronger  than 
the  one  in  the  unemployment  insurance  pro:7am, 
which  establishes  a  federal  payroll  tax  liability  that 
can  be  largely  offset  by  state  unemployment  payroll 
taxes. 

The  universality  of  the  entitlement  distinguishes 
the  Administration's  health  proposal  &om  programs 
such  as  AFE>C  and  Medicaid.  In  those  two  pro- 
grams, states  have  the  (^tion  of  not  |>articipating. 
(Until  1982,  Arizona  did  not  participate  in  Med- 
icaid.) The  Administration's  proposal  would  require 
everyone  to  participate;  it  would  also  require  states 
to  make  specific  payments  to  their  regional  alliances 
for  noncash  beneficiaries  of  Medicaid  and  for  addi- 
tional benefits  for  certain  children  receiving  AFDC 
or  Supplemental  Security  Income. 

The  significant  financial  role  that  payments 
from  the  U.S.  Treasury  would  play  in  the  new  pro- 
gram reinforces  the  impression  that  it  would  be 
predominantly  a  federal,  not  a  state,  activity.  By 
2004,  about  30  percent  of  the  payments  to  the 
health  alliances  would  be  federal  subsidies  to  low- 
income  families  and  employers,  payments  for  Med- 
icaid beneficiaries,  and  the  like.  And  the  financial 
role  of  the  Treasury  in  the  regional  alliances  could 
grow  even  bigger  if  many  Medicare  recipients  and 
military  dependents  currently  receiving  federal 
health  services  chose  to  participate  in  the  alliances 
instead.  In  contrast,  the  states  would  have  a  much 
smaller  financial  role. 

Even  the  voluntary  aspects  of  the  new  program 
do  not  by  themselves  resolve  the  issue  of  budgetary 
treatment.  The  fact  that  individuals  could  choose 
the  plan  they  wanted,  and  thus  the  premium  they 
would  pay,  is  balanced  by  the  constraints  that  fed- 
eral law  and  regulation  would  place  on  the  benefits 
and  the  charges.  The  benefits  and  cost  sharing 
would  be  set  by  legislation,  and  ultimately  the  Na- 
tional Health  Board  would  limit  the  average  pre- 
mium in  each  area.  The  voluntary  nature  of  supple- 
mentary cost-sharing  insurance-people  can  decide 
whether  or  not  to  purchase  it— must  be  weighed 
against  the  fact  that  federal  law  would  define  its 
scope,  coverage,  and  availability.  Moreover,  the 
proposal  would  require  that  the  premiums  for  cost- 
sharing  supplements  take  account  of  the  increased 


use  of  standard  benefits  by  those  people  who  bad 
purchased  the  supplementary  coverage.  Further- 
more, it  is  worth  noting  that  the  federal  budget 
includes  many  voltmtary  transactions,  not  the  least 
of  which  is  physician  insurance  under  Medicare. 

On  balance,  the  new  program  seems  to  represent 
an  activity  of  die  federal  government  that  relies  on 
the  exercise  of  sovereign  power.  The  universality 
of  the  entitlement,  the  mandatory  nature  of  the 
premiums,  and  the  major  fintmcial  participation  of 
the  U.S.  Treasury  outweigh  other  considerations. 
Although  the  states  and  the  alliances  would  have 
important  roles  and  responsibilities,  they  would  be 
acting  largely  as  agents  of  the  federal  government. 


Fiscal  Accountability  and  Control 

The  second  reason  for  including  the  health  alliances 
in  the  federal  government's  accounts  is  the  need  for 
accountability  and  control.  Since  the  alliances 
would  be  agents  of  the  federal  govermnent,  their 
financial  flows  should  be  subject  to  a  level  of  over- 
sight and  control  similar  to  that  accorded  programs 
that  are  included  in  the  federal  budget 

It  is  particularly  important  that  the  activities  of 
the  health  alliances  be  subject  to  some  fiscal  re- 
straints and  limits  as  long  as  tight  controls  govern 
other  federal  activities.  Discretionary  appropriations 
are  currently  limited  by  caps  on  budget  authority 
and  outlays.  Receipts  and  direct  spending  programs 
are  constrained  by  pay-as-you-go  rules.  Social 
Security,  which  is  classified  as  off-budget,  is  subject 
to  its  own  set  of  rules,  which  are  designed  to  pre- 
vent the  depletion  of  the  program's  reserves. 

The  Administration's  health  proposal  would 
establish  many  financial  flows  between  the  Treasury 
and  the  health  alliances.  Payments  would  flow  from 
the  Treasury  to  the  alliances  for  subsidies  to  indi- 
viduals and  employers,  for  recipients  of  cash  wel- 
fare benefits,  and  for  Medicare  beneficiaries  who 
chose  to  stay  in  an  alliance  plan.  The  Treasury 
would  receive  payments  from  the  alliances  for  grad- 
uate medical  education  and  for  participants  who 
chose  to  get  their  health  care  through  plans  estab- 
lished by  the  Department  of  Defense,  Department  of 
Veterans  Affairs,  or  Indian  Health  Service.    If  the 
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activities  of  the  health  alliances  were  not  subject  to 
fiscal  control,  the  restraints  on  federal  spending  and 
receipts  could  easily  be  circumvented  by  altering 
these  financial  flows  or  creating  new  ones. 

For  example,  the  Congress  could  lower  the 
mandatory  payments  that  the  federal  and  state  gov- 
ernments would  make  to  the  alliances  to  pay  for  the 
health  benefits  of  Medicaid  cash  beneficiaries  from 
95  percent  of  their  previous  payments  to,  say,  75 
percent  If  the  alliances  were  exempted  from  the 
budgetary  discipline  imposed  on  most  other  federal 
activities,  cutting  those  payments  would  appear  to 
reduce  federal  spending  and  would  add  room  on  the 
pay-as-you-go  scorecard,  even  if  individuals  and 
employers  were  required  to  pay  higher  health  insur- 
ance premiums  to  cover  the  receipts  lost  to  the 
alliances. 

Similarly,  the  Congress  could  require  health 
plans  to  cover  needs  and  activities  that  are  currently 
provided  through  discretionary  appropriations,  such 
as  nutritional  assistance  for  infants  and  pregnant 
women.  This  move  would  free  up  resources  under 
the  discretionary  spending  limits  of  the  budget  and 
make  the  health  alliances  bear  added  burdens  if  they 
were  not  subject  to  appropriate  budgetary  controls. 

Increasing  the  limits  on  the  percentage  of  their 
payrolls  that  employers  contributed  to  the  regional 
alliances  would  appear  to  have  very  different  effects 
on  the  federal  government's  finances  depending  on 
how  the  budget  treated  the  alliances.  If  the  alli- 
ances were  included  in  the  government's  accounts, 
higher  employer  payments  would  be  recorded  as  an 
increase  in  governmental  receipts.  If  the  alliances 
were  excluded,  any  rise  in  employers'  payments 
would  be  shown  as  a  spending  cut,  because  it  would 
reduce  federal  subsidies  to  the  aUiances. 

Preventing  budgetary  gamesmanship  requires 
that  corporate  alliances  and  state  single-payer 
plans-not  just  regional  alliances— be  included  in  the 
federal  government's  accounts.  Otherwise,  legisla- 
tion could  create  the  semblance  of  budgetary  sav- 
ings by  expanding  the  corporate  aUiances  or  by 
creating  additional  incentives  for  states  to  operate 
single-payer  systems.  Including  the  corporate  alli- 
ances and  the  state  plans  woiJd  also  avoid  meaning- 
less changes  in  the  fiscal  totals  that  could  arise  if 


several  large  firms  terminated  their  corporate  alli- 
ances or  if  the  Secretary  of  Health  and  Human 
Services  was  forced  to  take  over  a  state's  system  of 
alliances. 

The  Congress  has  several  options  available  for 
controlling  the  financial  activities  of  the  health 
alliances.  It  could  subject  the  alliances  to  the  same 
fiscal  controls  that  govern  the  rest  of  the  federal 
government's  activities,  or  set  up  a  separate  set  of 
controls  for  them,  or  both.  Without  a  full  account- 
ing and  some  sort  of  control,  however,  the  income 
and  outgo  of  the  health  alliances  would  escape  the 
scrutiny  that  is  essential  when  the  federal  govern- 
ment takes  resources  from  individuals  and  busi- 
nesses and  uses  them  to  meet  a  national  objective. 


Public  Perception 

Some  policymakers  and  citizens  may  wonder 
whether  including  the  health  aUiances  in  the  federal 
government's  accounts  defies  common  sense  and 
the  public's  perception  of  the  nature  of  the  new  pro- 
gram. Why  should  the  government's  accounts  show 
transactions  that,  for  most  workers,  are  like  those 
that  already  occur  in  the  private  sector?  The  answer 
is  that  the  budgetary  status  of  a  federal  activity  is 
not  determined  by  whether  the  private  sector  pro- 
vides the  same  service.  Very  few  federal  programs 
would  be  included  in  the  budget  if  the  criterion  for 
inclusion  were  that  there  be  no  comparable  private 
spending.  Many  federal  programs  that  appear  in  the 
budget  are  largely  an  extension  of  prior  practices  in 
the  private  sector.  For  example,  loans  to  businesses 
and  individuals,  medical  research,  and  public  safety 
programs  are  a  few  of  the  large  number  of  federal 
programs  that  have  displaced  private  spending  to 
some  degree. 

Many  of  those  people  who  now  have  employ- 
ment-based health  insurance  might  be  surprised  at 
first  to  be  told  that  they  had  just  become  partici- 
pants in  a  major  new  federal  program,  since  under 
the  new  system  they  might  be  able  to  keep  the  same 
health  plans  that  they  now  have  and  might  enjoy 
much  the  same  benefits.  CurrenUy,  employers  (or 
unions)  make  payments  to  insurance  carriers  that 
reflect  both  the  employers'  contributions  and  the 
employees'  premiums  (if  any),  which  are  deducted 
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from  the  workers'  paychecks.  In  the  new  system, 
employers  would  make  the  same  sorts  of  payments, 
but  they  would  make  them  to  an  alliaixx,  which 
would  then  transfer  funds  to  the  health  plans  that 
the  workers  bad  chosen. 

What  would  differ  is  that  federal  law  rather  than 
the  employer  would  determine  the  benefits  and 
premiums.  Moreover,  the  transaction  would  no 
longer  be  voluntary.  The  employer  could  not  drop 
or  change  the  terms  of  the  health  insurance  benefit 
Similarly,  employees  could  not  opt  out  of  their 
employment-based  plan,  as  some  do  now  because 
they  do  not  want  to  pay  their  share  of  the  premium 
or  because  they  are  covered  under  a  spouse's  policy. 

Those  people  who  were  receiving  employment- 
based  health  insurance  for  the  first  time  would 
initially  be  more  accepting  of  the  i>otion  that  they 
had  become  participants  in  a  government  program. 
Their  employers,  who  would  suddenly  find  them- 
selves required  to  make  payments  for  their  employ- 
ees' health  insurance,  would  undoubtedly  feel  the 
same  way.  Many  nonworking  and  self-employed 
individuals  with  adequate  incomes  who  currently 
choose  to  remain  uninsured  would  probably  con- 
clude that  they  were  part  of  a  government  program 
as  well. 


Why  Should  the  Health 
Alliances  Be  Shown 
Separately? 

Although  CBO's  analysis  has  concluded  that  the 
health  alliances  would  be  more  like  federal  agencies 
than  like  state  or  private  entities,  it  has  also  found 
that  the  Administration's  proposal  would  be  unique 
in  its  form,  size,  scope,  and  complexity.  In  addi- 
tion, the  funds  earmarked  for  the  health  alliances  are 
not  intended  to  be  used  for  any  other  federal  pro- 
gram. These  features  of  the  proposal  argue  for 
showing  its  transactions  separately  in  the  federal 
government's  accounts  rather  than  mixing  them  with 
other  federal  activities. 

The  institutions  and  responsibilities  that  the 
Administration's  proposal  would  create  would  be 


unlike  those  of  any  existing  federal  program.  The 
flows  of  premiums  and  spending  into  and  out  of  the 
alliances  would  dwarf  the  income  and  outgo  of 
Social  Security,  which  is  currendy  the  largest  fed- 
eral [HDgram  (see  Table  2-5).  TTie  complexity  of 
the  structure  would  be  unprecedented,  with  regional 
alliances,  corporate  alliances,  and  possibly  state 
single-payer  plans  interacting  with  each  other  and 
with  numerous  private  health  plans.  Medicare,  Med- 
icaid, the  Veterans  Affairs  and  Indian  health  sys- 
tems, the  Defense  Department's  health  plans  for 
military  dependents,  and  the  federal  subsidy  system. 
A  separate  budgetary  accounting  would  make  clear 
the  size  of  the  program  and  its  effect  on  federal 
receipts  and  outlays. 

Like  Social  Security,  which  is  treated  as  off- 
budget  but  included  in  the  federal  government's 
consolidated  accounts,  the  Administration's  health 
proposal  would  be  financed  from  earmarked  reve- 
nues, except  for  the  subsidies  and  other  explicit  pay- 
ments from  the  U.S.  Treasury  and  the  states.  Seg- 
regating the  finances  of  the  alliances  frt>m  other 
federal  programs  would  reflect  the  earmarked  nature 
of  tbe  premiums  and  highlight  the  additional  subsi- 
dies required. 

Several  prttctical  considerations  constitute  fur- 
ther grounds  fcx'  segregating  the  finances  of  the 
health  alliances.  Unlike  the  funds  of  almost  all 
other  federal  programs,  those  of  the  alliances  would 
not  flow  through  the  U.S.  Treasury.  At  least  ini- 
tially, then,  their  financial  data-particularly  the 
reports  from  the  corporate  alliances— are  likely  to  be 
of  poorer  quality  than  those  of  programs  currently 
in  the  budget  The  Coal  Industry  Retiree  Health 
Benefit  Program  illustrates  this  point  despite  its 
being  in  the  budget,  its  fiinds  do  not  pass  through 
the  Treasury,  and  problems  with  data  collection 
have  thus  far  prevented  its  inclusion  in  the  Monthly 
Treasury  Statement  of  Receipts  and  Outlays  of  the 
United  States  Government. 

Table  3-1  illustrates  the  budgetary  display  that 
CBO  suggests  for  the  Administration's  proposal. 
Federal  outlays  for  premium  and  cost-sharing  sub- 
sidies, Medicare,  and  Medicaid,  and  federal  receipts 
from  income  and  excise  taxes  (see  Table  2-2)  would 
be  shown  on-budget  Changes  in  Social  Security 
benefits  and  payroll  taxes  would  be  shown  off- 
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budget.  The  net  outlays  and  nonfederal  receipts  of 
the  health  alliances  (sec  Table  2-5)  would  be  shown 
in  a  new  off-budget  category,  the  way  Social  Secu- 
rity is  shown  today,  and  included  in  the  federal  gov- 
ernment's consolidated  totals.  Because  the  health 
alliances  are  expected  to  balance  their  income  and 
outgo,  including  them  in  the  totals  would  have  no 


Table  3-1. 

Suggested  Budgetary  Display  of  ttM 
Administration's  Health  Proposal, 
Fiscal  Year  2004  (In  billions  of  dollars) 


Surplus  or 

Outlays 

Receipts 

Deficit  (-) 

CBO  Baseline 

On-Budget 

2.007 

1,503 

-503 

Off-Budget 

Social  Security 

412 

550 

138 

Postal  Service 

0 

0 

0 

Consolidated 

Total 

2,419 

2,054 

-365 

Effect  of  the  Proposal 

On-Budget 

52 

44 

-7 

Off-Budget 

Social  Security 

2 

9 

8 

Postal  Service 

0 

0 

0 

Health  alliances* 

.513 

J13 

_o 

Consolidated 

Total 

566 

566 

b 

Baseline  with  the  Proposal 

On-Budget 

2,058 

1,548 

-510 

Off-Budget 

Social  Security 

414 

559 

148 

Postal  Sendee 

0 

0 

0 

Health  alliances* 

513 

513 

_fi 

Consolidated 

Total 

2,985 

2,620 

•365 

SOURCE:     Congrvsslonal  Budget  Onic*. 

a.  Receipts  of  the  health  alliances  wouM  oomprtsa  premiums 
from  employers  and  households  and  payments  t>y  state 
govemmenls.  Federal  transactions  with  tfie  health  alliances 
would  t>e  treated  as  Intragovemmental  outlays. 

b.  Less  than  $500  million. 


significant  effect  on  the  deficit  But  the  alliances' 
payments  to  health  plans  would  swell  federal  out- 
lays, and  mandatory  payments  of  health  insurance 
premiums  by  firms  and  individuals  would  add  to 
federal  receipts. 

Maintaining  a  separate  accounting  for  the  health 
alliances  would  not  stand  in  the  way  of  obtaining  a 
complete  picture  of  the  impact  of  the  federal  sector 
on  ^e  economy.  The  consolidated  totals  would 
reveal  'the  full  scope  of  the  programs  and  transac- 
tions that  are  within  the  federal  sector  and  not  sub- 
ject to  the  economic  disciplines  of  the  marketplace," 
as  the  President's  Commission  on  Budget  Concepts 
recommended,  and  would  allow  policymakers  and 
the  public  to  evaluate  the  Administration's  proposal 
in  a  comprehensive  fashion.  But  keeping  the  health 
alliances  separate  would  make  clearer  the  many 
complex  interactions  among  the  proposal's  compo- 
nents and  would  recognize  and  accommodate  the 
proposal's  unique  aspects,  which  prevent  it  from 
fitting  neatly  into  any  existing  budgetary  pigeon- 
hole. 


Conclusion 

Two  aspects  of  the  Administration's  health  proposal 
have  made  its  budgetary  treatment  particularly 
contentious.  First,  the  proposal  is  iimovative  and 
complex,  and  existing  budgetary  concepts  and  pre- 
cedents are  less  helpful  than  usual.  Second,  the 
proposal  does  not  spell  out  the  requirements  for  fi- 
nancial reporting  by  the  federal  government  or  the 
fiscal  rules  controlling  the  system  of  regional  and 
corporate  health  alliances. 

For  these  reasons,  the  Congress  will  want  to 
consider  carefully  the  budgetary  presentation  and 
control  of  the  health  alliances  in  its  deliberations  on 
the  Administration's  pr(^>osal.  If  the  Congress  de- 
cided to  include  the  income  and  outgo  of  the  alli- 
ances in  the  federal  government's  accounts,  it  could 
facilitate  their  recording  and  control  by  requiring 
±em  to  flow  through  the  Treasury.  In  any  event, 
the  Congress  should  require  the  federal  govenunent 
to  provide  regular  financial  reports  on  the  health 
alliances  and  should  bring  the  alliances  under  some 
form  of  fiscal  discipline  to  ensure  that  existing 
budgetary  rules  are  not  circumvented. 
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Chapter  Four 


Economic  Effects  of  the  Proposal 


Any  fundamental  refonn  of  the  health  care 
system  could  have  profound  effects  on  the 
structure  of  the  U.S.  economy,  and  the 
Administration's  proposal  is  no  exception. 

Supporters  of  the  Administration's  approach 
argue  that  it  would  improve  the  efficiency  of  labor 
markets  by  reducing  insurance-related  job  lock  and 
the  work  disincentives  Medicaid  beneficiaries  face. 
They  claim  that  it  would  also  improve  the  allocation 
of  resources  in  the  economy  by  increasing  the  effi- 
ciency of  the  health  sector  and  strengthen  the  com- 
petitive position  of  U.S.  producers,  particularly 
those  with  large  health  burdens  for  retired  workers. 
Critics  of  the  proposal  have  argued  that  it  would 
raise  business  costs,  devastate  small  enterprises,  put 
some  low-wage  workers  out  of  their  jobs,  encourage 
many  workers  to  leave  the  labor  force,  and  ad- 
versely affect  the  competitive  position  of  U.S.  in- 
dustry. 

This  chapter  examines  the  probable  impact  of 
the  Administration's  proposal  on  important  aspects 
of  the  economy— business  costs,  employment,  labor 
markets,  and  international  competitiveness.  The 
complexity  of  the  proposal  and  of  the  current  U.S. 
health  insurance  system  makes  analyzing  these 
topics  especially  difficult,  and  few  conclusions  can 
be  reached  with  great  precision. 

Several  conclusions  can,  however,  be  drawn 
with  relative  confidence.  Ftfst,  the  proposal  would 
increase  the  cash  wages  of  U.S.  workers  (sec  Chap- 
ter 2).  Second,  the  proposal  would  without  doubt 
involve  a  substantial  redistribution  of  costs  within 
the  economy,  and  thus  would  have  important  conse- 
quences for  individual  workers  and  firms.  Third, 
some  low-wage  workers  would  lose  their  jobs  be- 


cause flieir  employers  would  have  to  pay  for  insur- 
ance, but  this  group  is  likely  to  be  quite  small; 
some  others  may  gain  jobs  in  commtmity-based  care 
for  the  disabled.  Finally,  more  workers  would 
voluntarily  leave  employment  in  response  to  new 
incentives  created  by  the  proposal,  and  some 
workers  would  enter  employment  for  this  reason. 

Although  the  complexity  of  the  proposal  makes 
quantitative  inferences  imprecise,  the  Congressional 
Budget  Office  estimates  that  the  plan  might  reduce 
the  number  of  people  in  the  labor  force  by  one- 
quarter  of  a  percent  to  1  percent,  though  it  would 
alter  the  unemployment  rate  little.  Perhaps  more 
important  than  its  effect  on  the  overall  labor  supply, 
the  proposal  is  likely  to  affect  the  current  pattern  of 
where  people  work. 

The  Administration's  proposal  would  affect 
labor  markets  both  by  eliminating  or  reducing  exist- 
ing distortions  in  these  markets  and  by  introducing 
new  ones.  Among  the  distortions  that  would  be 
reduced  are  the  tendency  of  the  current  system  to 
lock  people  into  certain  jobs  or  into  welfare  because 
they  fear  the  loss  of  insurance.  It  would  also  end 
the  advantages  big  firms  have  in  purchasing  health 
insurance.  These  are  important  gains.  But  the 
proposal  would  also  introduce  some  distortions  of 
its  own:  it  would  encourage  early  retirement;  it 
would  in  some  cases  reduce  the  attraction  of  having 
more  than  one  adult  in  each  family  work;  it  would 
increase  the  cost  of  hiring  most  minimum-wage 
workers;  and  it  would  encourage  the  grouping  of 
workers  in  firms  on  income  lines  that  may  not  be 
efficient 

On  balance,  the  new  distortions  in  the  labor 
markets  could  outweigh  the  ones  eliminated;  should 
that  happen,  the  productive  potential  of  the  econ- 


75 


52  AN  ANALYSIS  OF  THE  ADMINISTRATION'S  HEALTH  PROPOSAL 


Febnuiy  1994 


omy  would  go  down,  and  fewer  people  would  be 
engaged  in  mailcet  activities  that  produce  income. 
But  the  potential  loss  of  mailcet  income  would  over- 
state any  loss  to  the  economy.  People  who  leave 
work  would  be  doing  so  from  choice  and  would  be 
able  to  do  things  they  could  not  do  while  working. 
Although  the  value  of  this  leisure  is  certainly  not 
zero,  it  is  not  counted  in  gross  domestic  product 

A  fiill  accounting  of  the  proposal's  effect  en  the 
economy  woold  have  to  include  its  possible  impact 
on  the  efBciency  of  the  health  care  system.  Few 
analysts  doubt  that  the  current  health  care  system 
wastes  resources  (see  Box  4-1).  The  proposal  hopes 
to  reduce  many  of  these  inefBciencies.  The  Admin- 


istration aims  to  cut  administrative  costs,  foster  the 
growth  of  health  maintenance  organizations  and 
other  types  of  plans  that  might  be  able  to  reduce 
costs  below  those  of  fec-for-service  providers,  and 
make  it  easier  for  consimiers  to  pick  more  cost- 
effective  health  plans.  For  the  most  part,  this  report 
does  not  address  these  questions  of  the  efficiency  of 
the  health  sector. 

Hnally,  any  proposal  to  reform  the  current 
health  care  system  would  introduce  its  own  distor- 
tions while  eliminating  others.  Evaluation  of  the 
Administration's  proposal  should,  therefore,  be 
based  on  how  its  costs  and  benefits  compare  with 
those  of  the  alternatives—including  current  policy. 


Box  4-1. 
InefDciendes  in  the  Current  Health  Care  System 


For  many  economists  and  policymakers,  the  large 
proportion  of  national  income  going  to  the  health 
sector— some  14  percent  of  gross  domestic  product  in 
1993— is  cause  for  considerable  concern.  Behind  this 
concern  is  a  belief  that  health  care  markets  as  cur- 
rently structured  are  not  efficient  and  are  prone  to 
excessive  and  unnecessary  spending.'  A  successful 
restructuring  of  the  health  care  system  would  correct 
some  of  these  inefficiencies. 

Several  factors  now  hinder  the  efficient  opera- 
tion of  the  health  sector.  First,  consumers  lack  key 
information  about  the  quality  and  price  of  medical 
services.  Treatment  costs  are  difficult  to  obtain  in 
advance,  and  comparison  shopping  can  be  costly  and 
impractical  for  sick  people.  Patients  delegate  a 
considerable  amount  of  decisionmaking  to  their 
doct(»3.  who  are  trained  to  provide  the  best  possible 
care  rather  than  the  most  cost-effective  care. 

Second,  the  widespread  prevalence  of  health 
insurance  (and  other  third-party  payers)  insulates 
consumers  from  the  full  cost  of  medical  care  when 
they  are  sick.  Moreover,  health  insurance  is  tax 
deductible  when  employers  offer  it  as  a  fringe  bene- 
fit, which  reduces  the  incentive  for  workers  to  select 
less  expensive  policies.  Because  employers  pick  up 


Coogressioiia]  Budget  Office.  Ecoiwmie  Implicaiioiu  cf 
Kimt  HtaUt  Can  Com  (October  1992). 


most  of  the  bill,  most  employees  have  little  idea  how 
much  their  insurance  truly  costs. 

Because  of  these  shortcomings,  health  care  mar- 
kets ire  not  truly  competitive.  Providers  generally 
do  not  compete  as  aggressively  over  price  as  in 
other  sectors  of  the  economy.  Instfad,  their  compe- 
tition focuses  on  the  nonprice  aspects  of  medical 
care.  For  example,  hospitals  try  to  attract  patients 
by  offering  the  best  and  latest  medical  technologies 
or  the  most  comfortable  sunoundings-not  the  lowest 
price.  At  the  same  time,  consumers  lack  sufficient 
bargaining  clout  to  offset  the  tendency  of  the  system 
to  spend  too  much.  The  payment  system  is  rela- 
tively fragmented,  and  providers  are  able  to  shift 
costs  from  Urge  organized  payers  (like  government) 
to  private  payers  with  little  countervailing  power. 

Perhaps  most  important,  technological  change  is 
very  rapid  in  the  health  care  sector,  but  market  con- 
straints that  might  ensure  that  new  technologies  are 
used  in  cost-efficient  ways  may  not  operate  effec- 
tively. As  long  as  health  insurance  pays  for  new 
technologies,  the  private  sector  is  encouraged  to 
develop  any  innovation,  regardless  of  cost,  that  is 
likely  to  improve  the  quality  of  care.  Other  coun- 
tries strictly  control  the  supply  of  new  technology  to 
the  health  sector.  But  there  is  no  effective  mecha- 
nism in  the  cunent  U.S.  system-neither  a  market 
nor  a  government  regulatory  plan-to  ensure  that  the 
costs  of  new  technologies  will  be  kept  in  line  with 
their  benefits. 
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Key  Aspects  of  the  Proposal 
That  Would  Affect  the 
Economy 

The  Administration's  proposal  contains  literally 
hundreds  of  provisions  that  would  make  fundamen- 
tal changes  in  the  delivery  and  financing  of  the 
natioti's  health  care.  Nevertheless,  the  most  impor- 
tant economic  effects  can  be  traced  to  just  a  few 
features. 


Universal  Coverage 

The  Administration's  proposal  would  entitle  all  citi- 
zens and  certain  other  people  residing  in  the  United 
States  to  a  standard  package  of  health  insurance 
benefits.  Unlike  the  current  system,  benefits  would 
no  longer  depend  on  whether  or  where  a  person 
worked. 


Community  Rating 

Insurance  premiums  could  not  vary  with  age  or 
health  status.  The  new  system  would  therefore  in- 
corporate the  cost  and  spread  the  burden  for  people 
who  present  the  greatest  health  risks. 


Controls  on  Health 
Insurance  Premiums 

The  Administration's  proposal  would  limit  the 
growth  of  health  spending  by  fostering  competition 
and  capping  premium  costs. 


Subsidies  to  Employers 

A  firm  in  a  regional  alliance  would  not  have  to  pay 
more  than  7.9  percent  of  its  wage  and  salary  payroll 
for  its  share  of  health  insurance;  instead,  the  govern- 
ment would  pay  for  premiums  for  the  standard  in- 
surance package  above  that  amount  Lower  limits 
would  e{>ply  to  firms  with  15  or  fewer  employees 
and  low  average  wages. 


Subsidies  to  Early  Retirees 

The  government  would  subsidize  the  average  pre- 
mium for  early  retirees.  This  would  reduce  the 
incentive  to  continue  to  work,  thus  changing  the 
size  of  the  woik  force. 


The  Effects  on  Health 
Spending  by  Business 

The  Administration's  proposal  would  maintain  the 
central  role  of  employers  in  financing  health  care  in 
the  United  States,  but  would  significantly  alter  the 
distribution  of  costs  among  businesses  and  workers. 
After  1996,  the  proposal  would  most  likely  reduce 
the  total  spending  of  business  on  health  care.  Of 
course,  businesses  would  be  asked  to  pay  directly 
for  insurance  for  those  workers  who  are  currently 
iminsured,  and  the  Administration's  proposed  insur- 
ance package  is  more  generous  than  many  firms 
currently  offer.  Employers  who  formed  corporate 
alliances  would  pay  an  additional  1  percent  payroll 
tax.  But  although  these  factors  would  tend  to  in- 
crease businesses'  costs,  they  would  be  more  than 
offset  after  1996  by  the  limits  on  premium  growth 
and  the  subsidies  from  the  government 


Employers'  Responsibilities 

Employers  would  be  required  to  pay  a  significant 
share  of  the  health  insurance  premiums  for  virtually 
all  of  their  employees.  Health  benefits  would  no 
longer  be  a  flexible  component  of  employee  com- 
pensation but  rather  would  become  an  inflexible 
levy  on  employing  workers. 


Big  Cost  Reductions 
Overall  for  Business 

When  all  these  factors  are  taken  into  account  the 
total  cost  that  all  businesses  together  would  pay  for 
health  insurance  for  active  workers  would  be  about 
$20  billion  less  in  the  year  2000  if  the  proposal 
were  implemented  than  if  the  current  system  were 
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to  condnue  unchanged.'  The  estimated  reduction  in 
the  cost  for  active  workers  from  the  proposal  would 
be  even  larger  in  subsequent  years,  reaching  slightly 
above  $90  billion  in  2004. 

Businesses  would  also  benefit  from  a  large 
reduction  in  costs  for  workere  taking  early  retire- 
ment This  reduction  would  amount  to  more  than 
$15  billion  in  the  year  2004,  and  more  thereafter. 


older  and  sicker  workers  and  those  in  risky  jobs. 
Further,  community  rating  would  benefit  smaller 
firms  that  typically  pay  much  higher  premiums  than 
larger  firms.  This  leveling  of  costs  could  benefit  all 
small  businesses-not  just  those  that  provide  insur- 
ance today.  With  access  to  more  affordable  insur- 
ance, small  businesses  would  be  better  able  to  at- 
tract workers  who  now  demand  health  insurance  as 
a  condition  of  employment 


Diverse  Effects  Among 
Individual  Firms 

Even  though  the  plan  would  quite  dramatically  re- 
duce the  overall  cost  of  health  insurance  for  busi- 
ness, it  would  have  widely  differing  effects  on  indi- 
vidual firms  and  industries,  in  some  cases  causing 
costs  to  rise  and  in  others  reducing  them.  Three 
factors  account  for  most  of  the  diversity. 

Requiring  All  Employers  to  Pay.  The  requirement 
on  all  employers  to  contribute  would  raise  spending 
by  firms  that  do  not  currently  offer  insurance— or 
that  offer  a  less  genercas  insurance  package-to 
their  workers.  These  firms  are  disproportionately 
small~in  1989,  over  94  percent  of  firms  with  25  or 
more  employees  offered  health  insurance,  but  only 
39  percent  of  firms  with  fewer  than  25  employees 
did  so.' 

Community  Rating.  Currently,  the  cost  of  health 
insurance  varies  tremendously  among  firms,  depend- 
ing on  the  size  of  the  firm  and  the  age  and  health 
status  of  its  workers.  Under  the  Administration's 
proposal,  insurance  premiums  would  be  community 
rated,  which  would  greatly  reduce  this  variation  in 
health  spending.  For  example,  community  rating 
would  increase  the  costs  of  firms  that  employ 
younger  and  healthier  workers  and  those  in  low-risk 
jobs,  and  decrease  the  costs  of  firms  employing 


The  Adnmistntion  ilio  predicts  thai  the  plia  would  reduce  biui- 
iies$  spending,  compartd  with  current  poUcy,  by  similar  amounts. 
By  contrast,  another  analysis,  by  the  coDSulting  firm  Lewin-VHI, 
estimated  that  the  proposal  would  increase  business  spending  by 
about  $16  bilhon  is  2000.  See  Lewin-VHI.  TV  Fiiumcial  Impact 
ef  tin  Htatth  Security  Act  (Fairfax.  Va.:  Lewin-VM,  December 
1993). 

Congressional  Budget  Office,  Rising  Health  Cart  CotU:  Causes, 
ImpUcatiau.  and  Stralegits  (April  1991). 


Estimating  the  effect  of  these  two  factors-com- 
munity rating  and  requiring  all  firms  to  pay— on 
various  industries  is  beyond  the  scope  of  this  study, 
but  estinoAtes  prepared  by  Henry  Aaron  and  Barry 
Bosworth  at  the  Brookings  Institution  provide  a 
rough  guide  (see  Table  4-1).'  These  calculations  do 
not  capture  some  key  aspects  of  the  Administra- 
tion's proposal.  For  example,  they  do  not  include 
the  effects  of  subsidies  to  firms,  nor  do  they  allow 
for  variations  in  the  premiums  among  regional  alli- 
ances that  would  occur  under  the  proposal.  Most 
important,  they  do  not  include  the  cost  savings  that 
controls  on  premiums  would  bring  about. 

Nevertheless,  Aaron  and  Bosworth' s  estimates 
suggest  that  community  rating  and  requiring  firms 
to  pay  would  cause  an  enormous  redistribution  of 
resources  among  workers  in  different  industries.  The 
redistribution  would  be  even  greater  among  subsec- 
tors  of  industries  and  individual  firms  not  shown  in 
the  table.  For  example,  Aaron  and  Bosworth' s  de- 
tailed estimates  suggest  that  these  two  factors  would 
decrease  the  annual  cost  of  health  insurance  by 
almost  $6,000  per  worker  in  the  coal  mining  indus- 
tiy-but  increase  it  by  $1,300  in  the  retail  sector. 

These  redistributions  are  not  unique  to  the  Ad- 
ministration's proposal.  Most  proposals  to  reform 
the  nation's  health  care  system  involve  some  com- 
munity rating,  and  some  also  require  all  employers 
to  pay.  Those  proposals  would  also  redistribute 
large  amounts  of  resources  among  firms  and 
workers. 

Subsidies  to  Finns.   The  subsidies  to  employers  in 
the  Administration's  proposal  would  also  affect  how 


3.  The  premiunu  under  community  rating  in  Table  4- 1  an  not  identi- 
cal among  industries  because  each  industry  pays  a  different 
amount  for  retirees. 
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Table  4-1. 

Effects  of  Communtty  Rating  and  Requiring  Firms  to  Pay 

on  the  Health  Insurance  Costo  of  Private  Employers,  by  Industry,  1992 


Emplover  Contributions  for  Health  Insurance 

Costs  with 

Community 

Rating  and 

All  Rrms 

Current  Costs 

Paying 
(Dollars 

Difference 

Dollars 

Percentage 

Dollars 

Percentage 

Industry 

per  Worker* 

of  Wages 

per  worker)"- ' 

perWortter*^' 

of  Wages 

Aoriculture.  Forestries,  and  Fishing 

394 

2.5 

2,041 

1,647 

10.3 

Mining 

4.776 

11.4 

3,048 

-1,728 

•4.1 

Construction 

1.572 

5.4 

2.373 

800 

2.7 

Manufacturing 

3.466 

10.7 

2.416 

-1,050 

-3.2 

Durable  goods 

3.801 

11.2 

2.452 

-1,349 

■4.0 

Nondurable  goods 

3.017 

10.0 

2,367 

•649 

-2.2 

Transportation 

2,221 

7.1 

2,412 

191 

0.6 

Communications 

6,572 

15.6 

3,070 

-3,502 

•8.3 

Electric,  Gas,  and  Sanitary  Sendees 

4,871 

11.3 

2,804 

-2.067 

■4.8 

Wholesale  Trade 

2.426 

7.1 

2.177 

•249 

•0.7 

Retail  Trade 

788 

4.5 

2.090 

1.303 

7.5 

Finance,  Insurance,  and  Real  Estate 

2.123 

5.9 

2.190 

67 

0.2 

Services 

1,480 

5.5 

2,177 

697 

2.6 

Private  Households 

0 

0 

2,041 

2,041 

16.5 

All  Industries 

2.017 

7.2 

2.253 

236 

0.8 

SOURCE;     Corigresslonal  Budget  Ofliee  based  on  Henry  Aaron  and  Barry  Bosworlh,  "Economic  Issues  In  the  Reform  o(  Health  Care 
Financing,'  Brookings  Papers  on  Economic  Activity  ((ortticomlnfl). 

a.  Based  on  fult-tirTw^equivalent  workers. 

b.  Includes  a  13  percent  Increase  In  average  oasts  to  cover  uninsured  wori<er»  ary]  assumes  uniform  costs  for  nonretirees  (community 
rating).  Does  not  reflect  Hie  effects  of  the  cost  controls  in  the  Administration's  proposal.  Retiree  health  costs  account  for  the  variation 
among  industries. 


insurance  costs  arc  distributed  among  companies. 
Other  things  being  equal,  finns  with  low  wages 
would  be  more  likely  to  be  subsidized.  Many  small 
firms  would  also  face  lower  caps  (and  receive  larger 
subsidies  per  person)  than  large  firms.  Finally, 
firms  located  in  regions  of  the  country  with  high 
medical  costs  might  receive  higher  subsidies  be- 
cause their  premiums  would  be  higher.  Yet  some 
regions  with  high  medical  costs  also  pay  higher 
wages,  so  it  is  difficult  to  infer  the  regional  impact 
of  the  Administration's  proposal  without  more  infor- 
mation about  how  the  boundaries  of  the  alliances 
would  be  drawn. 


Who  Bears  the  Burden  of 
Health  Spending  by  Business? 

Although  businesses  initially  pay  a  large  portion  of 
the  bill  for  health  insurance,  people  ultimately  bear 
these  costs.  Workers  may  pay  them  in  the  form  of 
lower  wages,  consumers  in  the  form  of  higher 
prices,  and  shareholders  through  lower  returns  on 
their  investments.  But  for  the  most  part,  the 
nation's  workers  shoulder  the  cost  of  employers' 
premiimis  for  health  insurance.    Thus,  the  signifi- 
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cant  savings  thai  Ae  Administration's  proposal 
would  produce  compared  with  current  policy  would 
be  largely  passed  on  to  workers  in  the  form  of 
higher  wages. 


Why  Workers  Pay  for  Health  Costs 

The  primary  reason  that  workers  as  a  group  bear  the 
cost  of  employers'  health  premiums— and  would  re- 
alize the  savings  under  the  Administration's  pro- 
posal-is that  the  supply  of  labor  is  relatively  insen- 
sitive to  changes  in  take-hon>e  wages.  Recent  em- 
pirical studies  suggest  that  the  total  hours  supplied 
by  U.S.  workers  would  decline  only  0.1  percent  to 
0.2  percent  for  each  1  percent  reduction  in  their 
take-home  wage.*  Because  most  workers  continue 
to  work  even  if  their  take-home  pay  declines,  busi- 
nesses have  little  trouble  shifting  most  of  the  cost  of 
health  insurance  to  workers'  real  wages.  Similarly, 
workers  gain  the  lion's  share  of  any  reductions  in 
employers'  health  costs. 

Two  recent  studies  of  mandated  benefits  mirror 
this  view.'  In  one  study,  firms  shifted  85  percent  of 
the  cost  of  mandated  "workers'  compensation"  acci- 
dent insurance  to  workers  in  the  form  of  lower  real 
wages;  another  study  found  that  virtually  all  of  the 
cost  of  federal  and  state  mandates  for  childbirth 
coverage  was  passed  into  lower  real  wages.' 

Of  course,  because  labor  supply  is  not  com- 
pletely insensitive  to  changes  in  wage  rates,  share- 


CongretrioMl  Budget  Oflks,  Tim»  lad  Labor  Supply,"  CBO 
Memorandum  (focthcomiiig);  Mnk  Killiagrwonh,  Labor  Supply 
(Cambridge.  Eoglaod:  Cambridp  Umvenily  Pieu,  19B3);  and 
James  Heckman.  "What  Has  Bees  Leaned  About  L.abor  Supply  is 
tbe  Past  Twenty  Yeanr  American  Economic  Review.  voL  83. 
no.  2  (May  1993),  pp.  116-121. 

Jonathan  Gniber  and  Alan  B.  Knieger,  Tbe  Incidence  of  Man- 
dated Employer-Provided  Insurance:  Lessons  6om  Woeken'  Ciiin- 
pensation  Insurance,"  Tax  Policy  and  the  Economy  (1991);  aiK) 
Jonathan  (jniber.  The  Incidence  of  Mandated  Maternity  Benefits," 
American  Economic  Review  (fodbcoming). 

Lawrence  H.  Summeit,  "Some  Simple  Economics  of  Mandated 
Beoefitj,"  American  Economic  Review,  vol.  79,  no.  2  (May  1989), 
pp.  1T7-I83.  The  Administrttion's  prof>os*l  would  probably  have 
a  smaller  effect  on  real  wages— and  a  larger  effect  oo  employ- 
ment-than  impbed  by  these  studies.  Unlike  a  pure  employer 
mandate,  the  Administnlioo's  proposal  would  entide  everyoiK  to 
insurance  whether  they  worked  or  not  and  would  finance  tbe  pro- 
posal through  a  compulsory  paytnesL 


holders  would  bear  some  of  the  changes  in  health 
insurance  costs  in  the  short  run.  But  they  would 
probably  bear  virtually  none  of  these  costs  in  the 
long  run.  The  United  States  operates  in  a  world 
economy  and,  if  businesses  attempted  to  shift  such 
costs  to  capital,  shareholders  would  move  their  in- 
vestments to  other  countries  that  offered  them 
higher  returns. 

Shareholders,  however,  would  benefit  from 
reductions  in  the  cost  of  retirees'  health  insurance. 
The  Administration's  proposal  would  reduce  costs 
for  companies  that  currently  have  large  retiree 
health  obligations.  The  government  would  take 
over  a  significant  portion  of  companies'  responsibil- 
ity for  health  insurance  for  early  retirees  and  drugs 
for  older  retirees.  The  companies'  workers  and 
their  unions  would  probably  fight  for  a  portion  of 
that  windfall,  and  the  gain  would  therefore  be  split 
among  shareholders,  workers,  and  retirees. 

How  Savings  Might  Be  Distributed 

Although  the  wages  of  workers  (as  a  group)  would 
increase  to  reflect  reductions  in  the  cost  of  health 
insurance  for  current  employees  under  the  Admini- 
stralion's  proposal,  the  benefits  would  not  be  spread 
evenly  among  individual  workers  for  at  least  two 
reasons.'  First,  by  evening  out  the  costs  of  insur- 
ance, community  rating  would  raise  the  costs  of 
employing  some  individuals  relative  to  current 
policy,  but  reduce  them  for  others.  Second,  individ- 
ual firms  could  respond  differently  to  these  changes 
in  costs.  Some  might  change  the  nominal  wages  of 
their  workers;  others  might  adjust  their  prices. 

For  the  economy  as  a  whole,  lower  prices  for 
some  products  would  largely  be  offset  by  higher 
prices  for  others.'  But  because  individuals  purchase 


Henry  Aam  and  Bany  Boswortb,  "Ecooomic  Issues  in  tbe  Re- 
form of  Health  Care  Financing,"  Brookings  Papers  on  Economic 
Activity  (forthcoming). 

Because  tbe  Administration's  proposal  wtMild  cause  the  labor  force 
and  output  of  the  economy  to  fall  slightly,  the  overall  price  level 
could  rise  somewfaat  in  tbe  long  run  compared  with  current  policy. 
The  effect  on  output  and  prices  would  be  somewhat  larger  in  the 
ihon  run  because  finns  that  would  face  con  Increases  might  not 
be  able  to  reduce  tbe  nominal  wages  of  their  wotken.  Over  time, 
these  firm  would  be  able  to  bring  nominal  wages  back  in  line  by 
simply  not  compensating  their  workers  for  general  inflatioiL 
Finally,  this  discussion  excludes  any  possibte  actions  by  the  Fed- 
cnlRetove. 
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different  bundles  of  goods  and  services,  individu^ 
workers  and  consumers  could  experience  signifi- 
cantly different  effects. 

In  some  respects,  the  Administration's  proposal 
would  reduce  the  likelihood  that  firms  with  cost 
increases  would  raise  prices.  Community  rating 
virtually  assures  that  competing  firms  would  face 
very  different  changes  in  their  instmmce  costs.  Un- 
less most  competitors  in  an  industry  faced  similar 
changes  in  their  costs,  it  would  be  difficult  for  any 
single  firm  to  raise  its  prices  much  without  losing 
market  share. 


What  Would  Happen  to 
the  Labor  Force  and 
Unemployment? 

The  Administration's  health  proposal  would  sharply 
change  the  terms  of  the  employment  bargain  for 
many  workers,  reducing  some  distortions  implicit  in 
the  current  system  and  imposing  others.  Overall, 
the  proposal  would  probably  impose  greater  em- 
ployment-related distortions  than  it  removed.  The 
supply  of  labor  would  probably  fall  slightly,  some- 
what reducing  the  productive  capacity  of  the  econ- 
omy, but  unemployment  would  be  little  changed. 

In  summary,  the  proposal  would: 

o  Encourage  workers  nearing  retirement  age  to 
retire  early,  by  subsidizing  their  health  insurance 
in  early  retirement; 

o  Reduce  the  value  of  working  for  people  who 
receive  insurance  through  their  spouses  and 
currently  work  at  firms  without  insurance; 

0  Reduce  the  current  incentive  for  recipients  of 
Aid  to  Families  with  Dependent  Children  to 
remain  on  the  welfare  rolls  and  out  of  work  in 
order  to  maintain  their  Medicaid  benefits;  and 

o  Raise  the  cost  of  hiring  some  adult  workers  who 
earn  close  to  the  minimum  wage,  thus  slightly 
reducing  their  employment. 


These  direct  effects  of  the  plan— which  would 
result  on  balance  in  a  reduction  in  labor  supply- 
would  in  turn  produce  a  partially  offsetting  change. 
Competition  among  employers  for  the  reduced  labor 
supply  would  slightly  raise  real  wage  rates.  But  the 
effect  of  a  rise  in  wages  would  not  completely 
offset  the  direct  effects  of  the  proposal. 


Increase  Early  Retirement 

Three  features  of  the  Administration's  proposal 
would  create  significant  incentives  for  workers 
between  SS  and  64  years  old  to  take  early  retire- 
ment First,  because  the  proposal  would  guarantee 
universal  coverage  and  premiums  would  not  vary 
with  health  or  employment  status,  early  retirees 
need  not  fear  becoming  uninsured.  Thus,  older 
people  would  no  longer  have  to  work  simply  be- 
cause they  need  access  to  affordable  health  insur- 
ance. Most  analysts  would  regard  this  as  a  clear 
improvement  over  the  current  situation,  even  though 
it  would  reduce  the  supply  of  labor. 

Second,  the  proposal  goes  further  and  would 
subsidize  health  insurance  for  retired  people  be- 
tween the  ages  of  55  and  64.  However,  people  in 
this  age  group  who  worked  full-time  (or  whose 
spouses  woilced  full  time)  would  not  receive  this 
benefit  The  subsidies  would  sharply  reduce  costs 
for  those  firms  that  currently  offer  health  insurance 
to  early  retirees,  and  might  induce  them  to  sweeten 
the  other  components  of  their  retirement  package.' 
Aside  from  any  consideration  of  fairness,  this  provi- 
sion would  clearly  reduce  the  incentive  to  work. 

Finally,  community  rating  among  age  groups 
means  that  early  retirees  would  face  premiums  that 
even  before  considering  subsidies,  would  be  no 
higher  than  those  paid  by  younger  people.  Because 
older  people  currentiy  pay  much  higher  premiums 
than  young  people,  community  rating  would  signifi- 
cantly reduce  the  savings  that  workers  would  need 
to  accumulate  for  retirement,  and  some  might  find 
they  could  retire  earlier. 


Roughly  half  of  the  uvings  for  these  finns  in  1998  through  2000 
would  be  recaptured  by  the  govenunent.  The  proposal  includes 
DO  provisions  to  recapture  savings  from  firms  ai^  2000. 
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The  Administration  estimates  that  the  health 
proposal  could  increase  the  number  of  retired 
workers  ages  55  to  64  by  350,000  to  600,000. 
CBO's  analysis  also  suggests  effects  in  about  this 
range,  although  probably  closer  to  the  upper  end  or 
sligbtiy  above.  These  estimates  are  roughly  consis- 
tent with  the  results  of  a  recent  study  by  Brigitte 
Madiian  of  Harvard  University.'" 


Impose  an  Implicit  Levy  on  Work 

The  Administration's  proposal  would  bring  about  a 
major  change  in  the  nature  of  health  care  costs:  for 
many  workers,  the  cost  would  operate  like  a  new 
levy  on  work.  However,  most  people's  decisions 
about  whether  to  work  or  not  are  not  particularly 
sensitive  to  changes  in  their  take-home  wages  or 
salaries.  Consequentiy,  the  effect  of  the  proposal  on 
the  total  labor  force  would  be  relatively  small  and 
limited  largely  to  second  workers  in  households  in 
which  one  person  already  works. 

The  proposal  would  create  an  implicit  levy  on 
work  because  it  would  make  health  coverage  uni- 
versal without  charging  many  nonworkers  for  the 
full  cost  of  their  insurance.  In  other  words,  cover- 
age imder  the  proposal  would  not  depend  on 
whether  one  worked  and  paid  the  premium  or 
stayed  at  home  and,  often,  paid  much  less.  The  pre- 
mium would  simply  reduce  take-home  pay  without, 
from  the  point  of  view  of  the  individual  worker, 
buying  anything. 

By  contrast,  imder  the  current  system,  em- 
ployers provide  health  insurance  to  many  of  their 


Brigitu  Majrian.  "Ltbor  MtAa  EfTecu  of  Eoploymenl-Bucd 
Health  Insunnce*  (FtaX)  disscrutioo,  Masstchuseos  Institute  of 
Technology,  Cambridge,  1993).  Chapter  2.  Other  nudies  suggest 
much  larger  responses.  See  Jonathan  Gruber  and  Bngitie  Madrian, 
"Health  Insurance  Availability  and  the  Retirement  Decision,' 
Working  Paper  4469  (Nabooal  Bureau  of  Economic  Research, 
Cambridge.  Mais.,  September  1993);  and  Michael  Kurd  and 
Kathleen  McGarry.  Ttx  Relationship  Between  Job  Qiaracteiiitia 
and  Retiremem,"  Woridng  Paper  4338  (National  Bureau  of  Eco- 
nomic Research,  Cambridge,  Mass ,  December  1993).  Although 
one  study  found  that  retirees'  health  insurance  had  little  effect  on 
retiieiDeDl,  those  results  cannot  be  applied  to  the  Administratioo'i 
pit>posal;  see  Alan  Gustman  and  Thomas  Steinmeier,  "Employer- 
Provided  Health  Insurance  and  Retirement  Behavior,'  Woiidng 
Paper  4307  (National  Bureau  of  Economic  Research.  Cambridge, 
Mass..  March  1993). 


workers  as  part  of  an  implicit  or  explicit  bargain, 
which  ensures  that  the  cost  of  health  insurance  does 
not  stray  too  far  from  what  most  workers  feel  it  is 
worth."  Thus,  health  insurance  is  a  component  of 
compensation  that  substitutes  for  cash  wages  and, 
therefore,  has  little  effect  on  an  individual's  deci- 
sions about  whether  and  how  much  to  work. 

That  bargain  is  not  perfect  for  several  reasons. 
Most  important,  some  married  people  who  work  in 
firms  that  offer  health  insurance  are  or  could  be 
covered  under  a  spouse's  policy."  For  these  peo- 
ple, the  availability  of  health  insurance  at  work  is 
worth  little.  But  many  of  these  workers  are  not 
compensated  in  other  ways  for  the  insurance  they 
do  not  use."  This  situation  distorts  decisions  about 
whether  and  where  to  woiic;  it  also  partiy  explains 
why  some  married  women  work  in  firms  that  do  not 
offer  insurance." 

The  Administration's  proposal  would  extend  this 
distorting  effect  on  decisions  about  work  to  every- 
one. However,  the  proposal  would  also  reduce  pre- 
miums for  currentiy  insiu^  workers  because  all 
workers  would  have  to  pay  for  insurance  and  be- 
cause administrative  costs  are  apt  to  be  less-partic- 
ularly  for  small  firms.  On  balance,  the  proposal 
would  probably  impose  a  somewhat  larger  distortion 
on  decisions  about  work  than  exists  under  the  cur- 
rent system. 


11.  Employer-paid  health  insurance  premiums  are  not  included  in  a 
wocker'i  taxable  income  for  either  incocoe  tax  or  payroll  tax  cal- 
culations. Thus,  health  insuraiK:e  benefits  that  have  a  lower  value 
than  a  given  amount  of  cash  wages  before  taxes  may  have  a 
higher  value  after  taxes  are  accounted  for.  The  statement  in  the 
text  tefen  lo  woriors'  after-tax  valuation  of  insurance  benefits. 

12.  Another  reason  that  the  employment  bargain  is  not  perfect  is  thai 
tome  health  caic  is  available  to  people  without  insurance. 
Woclurs  who  pay  for  insurance  effectively  tubsidiu  these  'free 
riders.' 

13.  At  the  few  firms  that  offer  'caficteria'  plans,  wofien  can  substi- 
tute wages  or  other  benefiu  for  unnfoVrf  health  insurance.  Simi- 
lar tdjustmena  may  also  occur  at  other  firms,  but  it  is  hard  to 
know  whether  this  pbenomeiK>n  is  widespread.  If  sucb  adjust- 
ments are  widespread,  then  fewer  people  would  be  in  the  category 
described  in  the  text. 

14.  Panricia  M.  Danzoo,  "Mandated  Employment-Based  Health  Insur- 
ance: Incidence  and  Efficiency  Effectt,'  Woridng  Paper  60  (Center 
for  the  Study  of  the  Economy  and  the  Sute,  University  of  (^cago 
Chicago,  m.,  April  1990). 
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Would  everyone  recognize  that  the  proposal  im- 
posed a  distortion?  Perhaps  not  Some  workers 
may  not  recognize  the  implicit  trade-off  in  the  cur- 
rent system  between  employer-paid  health  insurance 
benefits  and  cash  wages."  For  these  woiicers,  the 
Administration's  proposal  would  not  appear  to  rep- 
resent such  a  fundamental  change  in  the  employ- 
ment bargain. 

Although  the  proposal  would  reduce  the  incen- 
tive to  work  for  many  workers,  the  vast  majority 
would  nevertheless  remain  in  the  labor  market  be- 
cause they  need  wage  and  salary  income  to  support 
themselves  or  their  families.  But  some  people — 
especially  those  whose  spouse  is  employed— have 
more  flexibility  in  their  decision  to  work.  These  so- 
called  "secondary"  workers  are  more  responsive  to 
changes  in  work  incentives  because  they  can  rely  on 
their  spouse's  income.  The  Administration's  pro- 
posal would  thus  reduce  the  participation  of  sec- 
ondary woiicers  in  the  labor  force. 


Encourage  Medicaid  Beneflciaries 
to  Enter  tlie  Labor  Force 

The  Administration's  proposal  would  reduce  the 
current  incentive  for  AFDC  beneficiaries  to  remain 
on  welfare.  Under  current  rules,  when  a  welfare 
beneficiary  goes  to  work  and  earns  income  above 
certain  thresholds,  the  beneficiary  may  lose  both 
eligibility  for  cash  assistance  and  Medicaid  cover- 
age." Because  such  workers  may  not  find  employ- 
ment at  a  firm  that  offers  insurance,  they  may  lose 
access  to  affordable  health  benefits  if  they  work. 

The  Administration's  proposal,  by  contrast, 
would  make  coverage  universal.  Thus,  welfare 
beneficiaries  would  not  risk  losing  coverage  if  they 
worked.  Note,  however,  that  these  workers  would 
not  receive  free  insurance  when  they  went  to  work. 
Like  all  other  workers,  they  would  ultimately  pay 


for  the  employers'  share  of  insurance  through  lower 
cash  wages.  Thus,  the  net  incentive  for  welfare  re- 
cipients to  woric  would  be  less  than  it  may  at  first 
^>pear. 

Still,  the  proposal  would  subsidize  health  insur- 
ai>ce  at  many  firms,  and  workers  at  such  firms 
would  have  to  pay,  at  most,  7.9  percent  of  their 
wages  for  insurance  (and  less  if  the  firm  is  small 
and  has  a  predominantly  low-wage  work  force). 
Premiums  at  unsubsidized  firms  could,  however, 
absorb  a  substantial  fraction  of  these  workers' 
wages;  few  welfare  recipients  would  probably  seek 
jobs  in  the  imsubsidized  sector. 

These  workers  could  also  receive  some  subsi- 
dies for  the  family  share.  If  the  worker  continued 
to  receive  AFDC  assistance,  he  or  she  would  pay 
nothing.  Workers  who  were  no  longer  enrolled  in 
AFDC  would  also  receive  subsidies,  although  they 
would  be  required  to  pay  a  portion  of  the  family 
share."  These  subsidies  would  phase  out  gradually 
as  the  worker's  family  income  rose,  reaching  zero 
when  income  was  150  percent  of  the  poverty  level. 
The  phaseout  of  the  subsidy  would  impose  an  im- 
plicit levy  on  additional  hours  of  work. 

Empirical  studies  show  that  Medicaid  has  re- 
duced participation  in  the  labor  force."  But  esti- 
mating the  effects  of  the  Administration's  proposal 
is  difficult  because  the  available  studies  cannot 
easily  be  adapted  to  it.  Nevertheless,  the  literature 
suggests  that  the  proposal  would  noticeably  increase 
participation  of  AFDC  recipients  in  the  labor  force. 


Ij.  Amn  ud  Boswonh.  *Ecoi>omic  luuet  in  Ibe  Refonn  of  Heillh 
Cm  Fimocing." 

16.  DifTerenl  IhRsholdi  apply  for  AFIX  eligibilily  ud  Medicaid 
eligibility.  Medicaid  coverage  may  be  maintained  for  a  mnsitioii 
period  of  up  to  12  months  aAer  startisg  work. 


Wbes  a  family  do  longer  received  AFIX,  the  family  would  also 
kMe  tbe  subsidy  for  copayments  and  lupplcmentaiy  services  for 
Ifae  parent  Supplementary  services  for  children  would  be  contin- 
ned  w  at  present 

Aaron  Yelowitz,  "The  Medicaid  Notch,  Labor  Supply,  and  Wel- 
fare Participation.'  Evidence  bom  Eligibility  Eipansions"  (Massa- 
chuseos  Institute  of  Technology.  Cambridge.  September  1993): 
Sandra  Decker,  The  Effect  of  Medicaid  on  Participation  in  the 
AFDC  Program:  Evidence  bom  the  Initial  Introduction  of  Medic- 
iid,-(New  York  University.  New  York,  NY..  1993):  Robert 
Mofiitl  and  Barbara  Wolfe.  The  Effect  of  the  Medicaid  Program 
on  Welfare  Paiticipatioo  and  Labor  Supply,*  Tht  Review  of  Eco- 
itomics  ar^  Siaristics,  vol.  74,  do.  4  (November  1992),  pp.  615- 
626:  Anae  E.  Winkler,  The  Incentive  Effects  of  Medicaid  on 
Women's  Labor  Supply,"  The  Journal  of  Human  Resources,  vol. 
26,  no.  2  (Spring  1991),  pp.  308-337:  Rebecca  M.  Blank,  The 
Effect  of  Medical  Need  and  Medicaid  on  AFDC  Participation.' 
TV  Journal  of  Human  Resources,  vol.  24,  no.  I  (Wmter  1989). 
pp.  54-87. 
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Redirect  Employment  of 
Low- Wage  Workers 

The  AdministratioD's  health  proposal  would  affect 
employment  of  low-wage  workers  in  a  variety  of 
ways.  It  would  raise  labor  costs  at  uninsured  firms 
and  would  reduce  the  employment  of  some  of  their 
low-wage,  adult  wc^ers.  But  it  would  also  reduce 
labor  costs  at  insured  firms,  which  could  tempt 
some  of  them  to  employ  more  workers.  At  the 
same  time,  the  proposal  would  increase  employment 
of  workers  who  provide  services  for  the  disabled 
and  could  induce  a  shifi  toward  teen  and  student 
employment  On  balance,  the  Administration's  pro- 
posal would  probably  have  only  a  small  effect  on 
low-wage  employment 

Workers   at  Firms   Without   Insurance.      The 

Administration's  proposal  would  reduce  the  employ- 
ment of  adult  workers  who  are  currently  uninsured 
and  whose  wages  are  close  to  the  federally  regu- 
lated minimum  wage.  The  requirement  that  firms 
pay  for  insurance  would  raise  the  cost  of  employing 
these  workers,  but  because  of  the  minimum  wage 
rules,  employers  would  not  be  able  to  pass  the  in- 
creased cost  fully  back  to  the  workers  by  reducing 
their  cash  wages.  Thus,  firms  that  could  not  absorb 
these  costs  in  profits  or  could  not  raise  their  prices 
might  resort  to  layoffs. 

The  amount  of  the  cost  increase  for  minimum- 
wage  workers  would  vary  significantly  from  firm  to 
firm."  Firms  subject  to  the  premium  caps,  and  thus 
subsidized,  would  experience  increases  amounting  to 
between  15  cents  and  34  cents  per  hour-probably 
not  enough  to  have  a  serious  impact  on  employ- 
ment The  increases  at  unsubsidized  firms  would  be 
substantially  larger,  amounting  to  about  $1  per  hour 
(or  close  to  25  percent)  for  full-time  workers  choos- 
ing individual  policies  in  1998  and  almost  $2  per 
hour  (nearly  45  percent)  for  workers  choosing  fam- 
ily policies." 


Some  firms  would  respond  to  this  cost  increase 
by  raising  their  prices;  others  might  pass  the  in- 
crease on  to  other  workers  or  shareholders.  Some 
firms  would  reduce  employment  but  the  effect 
would  probably  be  relatively  small.  Past  empirical 
studies  suggest  that  changes  in  the  minimiim  wage 
affect  employment  only  modestly."  Moreover,  the 
numbers  of  workers  earning  the  minimum  wage  will 
decline  over  time  as  market  wages  rise  with  general 
inflation. 

Workers  at  Insured  Firms.  Not  all  low-wage 
workers  would  face  increases  in  health  costs.  Al- 
diough  most  firms  that  employ  minimum-wage 
workers  do  not  offer  insurance  to  those  workers, 
some  firms  do,  and  these  firms  would  most  likely 
sec  their  costs  go  down.  A  firm  that  is  subject  to 
the  payroll  cap  would  have  to  pay  no  more  than 
$700  to  cover  the  insurance  cost  of  a  full-time 
minimum-wage  worker— considerably  less  if  the  firm 
is  small  and  employs  mostly  low-wage  workers-and 
this  amount  would  be  well  below  the  cost  of  most 
current  health  plans.  Because  small,  unsubsidized 
firms  would  benefit  from  community  rating  and 
fix>m  a  reduction  in  administrative  costs,  many  of 
them  would  also  see  their  costs  go  down.  In  firms 
where  costs  could  fall,  employment  of  low-wage 
workers  could  rise,  though  again  not  by  much. 

Teenagers  and  Students.  The  Administration's 
proposal  does  not  require  employers  to  pay  for 
employees  who  are  dependents  and  who  are  either 
imder  age  18  or  full-time  students  under  age  24. 
Thus,  the  proposal  would  reduce  the  cost  of  hiring 
these  workers  relative  to  adult  minimum-wage 
workers.  This  provision  could  induce  a  shift  toward 
employment  of  teens  and  students  and  away  from 
adult  nonstudent  workers,  although  it  is  difficult  to 
estimate  the  magnitude  of  this  effect 


19.  For  infonnatkn  oo  innnnce  coverage  of  low-wage  woiken,  lee 
Congnssioul  Budget  Office,  In  Pursuit  of  Higbei  Wages  and 
Employment-Based  Heahh  Insunnce,'  CBO  Memonndum  (Fetmi- 
ny  1993). 

20.  Uting  CBO'i  praniuni  estunales  for  1998  ind  uniming  (  37-bour 
week  for  52  weeks. 


21.  AUiaoo  WeUingtoD,  *Efrects  of  the  Minimiim  Wage  on  the 
Employment  Sutus  of  Youths:  An  Update.*  The  Journal  of  Hu- 
mm  Reiourcts.  vol.  76,  do.  1  (Winter  1991),  pp.  27-46;  "New 
Minimum  Wage  Research:  A  Symposium,"  Industrial  and  Labor 
KeUaioia  Review,  vol  46,  do.  I  (October  1992).  pp.  3-88;  David 
Canl,  Lawrence  Katz,  and  Alan  Krueger,  'An  Evaluation  of  Re- 
cent Evidence  on  the  Employment  Effects  of  Minimum  and 
Subminimuin  Wages,"  Wortiiig  Paper  4328  (National  Bureau  of 
Economic  Research,  Cambridge,  Mass.,  November  1993);  Janet 
Cunie  and  Bruce  Fallicic,  "A  Note  on  the  New  Minimum  Wage 
Research,"  Woridng  Paper  4348  (National  Bureau  of  Economic 
Reseaich.  Cambridge.  Mass..  April  1993). 
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Personal  Care  Workers.  The  Administration's 
proposal  would  also  directly  increase  employment  in 
one  low-wage  area— personal  care  and  other  in-home 
workers.  Although  most  aspects  of  it  aim  to  reduce 
spending  on  health  care,  the  {)roposal  would  sub- 
stantially increase  funds  for  home-  and  community- 
based  care,  which  would  expand  the  employment  of 
both  higher-paid  and  lower-paid  workers  in  this 
sector. 

The  proposal  also  could  bring  into  the  labor 
force  statistics—and  into  the  gross  domestic  product 
accounts— an  unknown  number  of  family  members 
who  currently  provide  uncompensated  care  for  the 
disabled.  Current  rules  do  not  permit  these  people 
to  be  paid  with  government  money,  and  thus  they 
are  not  counted  in  the  labor  force  or  in  GDP.  The 
proposal  would  allow  these  people  to  be  paid  and 
thus  bring  them  into  both  sets  of  statistics.  The 
recognition  of  the  work  effort  of  these  family  mem- 
ben  would  be  important  to  the  disabled  and  their 
families.  From  the  national  pwint  of  view,  however, 
this  would  be  largely  a  statistical  change  and  would 
not  alter  the  true  amount  of  economic  activity. 


What  Would  Happen  to 
the  Structure  of  the 
Labor  Market? 

The  Administration's  health  proposal  would  create 
incentives  for  reorganizing  the  structure  of  produc- 
tion. To  start,  these  incentives  would  alter  the  num- 
ber of  hours  that  people  work,  and  particularly  the 
decisions  of  firms  to  hire  full-time  or  part-time 
workers.  The  proposal  would  also  allow  workers  to 
switch  jobs  without  losing  insurance,  but  it  might 
induce  some  reallocation  of  workers  among  firms  in 
an  effort  to  receive  greater  government  subsidies. 


Hours  of  Work 

The  Administration's  proposal  would  affect  not  only 
the  number  of  workers  in  the  economy  but  also  the 
number  of  hours  that  they  work.  Specifically,  the 
proposal  would  encourage  a  reduction  in  hours  for 
fiill-time  workers  in  subsidized  firms  but  an  increase 


in  hours  for  full-time  workers  at  some  unsubsidized 
firms.  The  proposal  would  also  encourage  a  reduc- 
tion in  the  hours  of  most  part-time  worifers. 

Subsidized  Finns.  Under  the  proposal,  subsidized 
firms  would  pay  an  implicit  levy  on  the  wages 
earned  by  their  employees  from  each  additional 
hour  of  work.  At  many  subsidized  firms,  this  levy 
would  equal  7.9  percent;  at  small  firms  with  low 
average  wages,  it  could  be  as  low  as  3.S  percent 
The  levy  would  apply  to  full-time  and  part-time 
workers  in  the  same  way,  and  would  be  passed  back 
to  workers  in  the  form  of  lower  wages.  This  provi- 
sion would  create  an  incentive  for  both  full-time 
and  part-time  workers  at  subsidized  firms  to  reduce 
their  hours  of  work. 

Unsubsidized  Firms.  At  unsubsidized  firms,  the 
proposal  would  impose  no  added  cost  on  the  wages 
earned  from  additional  hours  of  work  by  people 
already  working  more  than  30  hours  per  week. 
Thus,  at  unsubsidized  firms  that  offer  insurance 
today,  the  proposal  would  have  no  appreciable 
effect  on  hours  worked  by  full-time  employees.  At 
unsubsidized  firms  that  do  not  offer  insurance  to- 
day, however,  there  would  be  a  new  fixed  cost  of 
hiring  additional  full-time  workers,  which  would 
cause  firms  to  use  more  overtime  by  their  existing 
workers. 

Part-time  employees  at  tmsubsidized  firms 
would  face  an  implicit  levy  on  hours  because  the 
proposal  prorates  premiums  for  these  workers.  For 
an  additional  hour  of  work  by  employees  working 
between  10  and  30  hours  per  week,  unsubsidized 
firms  would  generally  have  to  pay  one-thirtieth  of 
the  basic  employer  premium.  This  amount  could  be 
large  relative  to  the  wages  of  some  low-wage 
workers.*' 

Workers  with  Very  Short  Hours.  The  proposal 
might  cause  some  firms  to  increase  their  use  of  em- 
ployees who  work  fewer  than  40  hours  per  month 


22.  The  propou]  would  impou  paiticularly  Urge  costs  oo  part-time 
worken  with  jobs  is  more  than  ooe  unsubsidized  firm.  For  ex- 
ample, the  combined  employer  premiums  for  ■  wotter  who  has 
two  20-bour-a-week  jobs  are  33  percent  more  than  the  employer 
premium  for  a  40-bour  worker  with  just  one  job.  This  citualioD 
does  not  eJtist  for  workers  in  subsidized  firms  because  they  pay  a 
fixed  peicentage  of  their  salary  regardless  of  their  hours  of  work. 
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because  neither  subsidized  nor  unsubsidized  finns 
would  be  required  to  pay  premiums  for  these  work- 
ers. The  number  of  such  woricers  would  probably 
be  small,  however,  and  they  would  primarily  be 
workers  with  low  training  and  transportation  costs. 


Effect  on  "Job  Lock" 

Some  of  the  proposal's  provisions  would  reduce 
problems  created  by  die  current  employment-based 
system  of  health  insurance.  Under  the  current  sys- 
tem, people  may  be  reluctant  to  leave  the  safety  of  a 
large  corporation  to  work  in  a  small  company  or 
start  a  small  business  because  they  fear  losing  their 
health  instu^nce.  Because  the  proposal  would  es- 
tablish universal  coverage  and  prohibit  restrictions 
based  on  preexisting  health  conditions,  this  fear 
would  be  lifted.  Workers  could  choose  jobs  that 
gave  them  the  most  satisfaction  and  at  which  they 
had  the  highest  productivity,  thus  improving  eco- 
nomic efBciency. 

The  quantitative  importance  of  job  lock  is  un- 
clear, however.  Public  opinion  surveys  suggest  that 
10  percent  to  30  percent  of  people  feel  locked  into 
their  current  jobs  because  of  their  fear  of  losing 
health  insurance.^  But  statistical  studies  of  the  ex- 
tent to  which  this  fear  actually  reduces  job  mobility 
have  reached  mixed  conclusions."  Overall,  the 
weight  of  evidence  suggests  that  job  lock  probably 
hinders  the  operation  of  the  labor  market  to  some 
degree,  but  the  magnitude  of  the  effect  cannot  be 
reliably  estimated. 


Reallocation  of  Workers 
Among  Finns 

The  current  system  of  employment-based  health  in- 
surance influences  the  allocation  of  workers  among 


firms.  People  who  receive  insurance  coverage 
tfirough  their  spouses— or  low-wage  workers  who 
place  a  low  value  on  health  insurance  relative  to 
their  other  needs-have  an  incentive  to  work  at  firms 
that  do  not  offer  health  insurance  but  pay  higher 
wages  instead.  At  the  same  time,  higher-wage 
workers  who  do  not  have  alternative  access  to  insur- 
ai>ce  typically  work  at  firms  that  provide  insurance 
coverage. 

The  Administration's  proposal  would  eliminate 
the  allocation  of  labor  based  on  workers'  demand 
for  insurance.  But  the  proposal  would  substitute  an 
incentive  for  reallocating  labor  (so-called  "sorting") 
based  on  wages:  to  take  advantage  of  the  subsidies 
to  firms  available  under  the  proposal,  low-wage 
workers  would  migrate  to  firms  with  low  average 
wages,  and  high-wage  workers  would  eventually 
move  to  firms  with  high  average  wages.  As  with 
many  other  issues  discussed  in  this  chapter,  the  pre- 
cise effects  of  the  proposal  would  vary  among 
workers  and  firms  (see  Box  4-2). 

This  sorting  would  occur  because  the  subsidies 
are  based  on  the  characteristics  of  firms;  subsidies 
based  purely  on  individual  or  family  characteristics 
would  not  have  this  effect,  nor  would  a  payroll  tax 
levied  at  uniform  rates  on  all  firms.  Therefore, 
these  incentives  for  sorting  are  somewhat  particular 
to  the  financing  mechanism  in  the  Administration's 
proposal.  Of  course,  alternative  schemes  for  financ- 
ing universal  coverage  could  also  introduce  new 
distortions,  though  the  precise  effects  would  depend 
on  the  details  of  any  alternative." 

The  Incentive  for  Sorting.  A  simple  example  il- 
lustrates how  workers  could  benefit  by  moving  be- 
tween firms  that  were  subsidized  and  firms  that 
were  imsubsidized.  If  an  unsubsidized  firm  hired  an 
additional  single,  childless  worker  at  an  annual  sal- 
ary of  $10,000,  its  payments  to  the  regional  alliance 


23.  Erik  Eckholm,  "Health  Benefits  Found  to  Deter  Switchei  in  }ot».* 
TV  New  York  Tims,  September  26,  1991,  p.  1:  Chrislopber 
Cools,  tabof  Letter,"  TV  Wall  Stmt  Jounal,  June  IS,  1993, 
p.  Al. 

24.  Douglis  Hohz-Eildn.  'Job-I-ock:  An  Impediment  to  I^ibor 
Mobility?"  Jtromt  Lrvy  Economics  Instiaat  of  Bard  CoUegt  Pub- 
lic Policy  Brief,  vol.  10  (1993);  Brigitie  Madriin.  "Employment- 
Based  Health  Insunocc  and  Job  Mobility:  Is  There  Evidence  of 


Job-Lock?"  Workisg  Paper  4476  (Nadonal  Bureau  of  Ecooomic 
Reaeairh,  Cambrid^.  Masa..  September  1993);  Jonathan  Gruber 
and  Brigitte  Madrian,  "limited  Insurmocc  Portability  and  Job  Mo- 
bility: The  Effects  of  Pubbc  Policy  on  Job-Lock,"  Working  Paper 
4479  (NalioDal  Bureau  of  Ecotromic  Research,  Cambridge.  Mass., 
September  1993). 
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would  rise  by  $2,031  (CBO's  estimate  of  Ae  em- 
ployer share  of  the  premium  in  1998).  By  contrast, 
a  subsidized  firm  would  have  to  pay  only  $790  to 
the  alliance  if  it  hired  the  worker,  since  subsidized 
firms  would  pay  only  7.9  percent  of  payroll  for  in- 
surance. If  the  worker  had  the  same  value  to  both 
firms,  the  subsidized  firm  could  pay  a  substantially 
higher  annual  salary-as  much  as  $1,241  more-than 
the  unsubsidized  firm.  This  is  a  rather  large  differ- 
ence; it  would  increase  the  worker's  salary  by  more 
Aan  12peicait 

The  incentive  would  work  in  the  opposite  direc- 
tion for  higher-wage  workers,  though  it  might  take  a 
long  time  to  affect  where  people  work.  A  single, 
childless  worker  earning  an  aimual  salary  of 
$40,000  would  have  to  give  up  $3,160  of  his  or  her 
salary  for  insurance  in  the  subsidized  firm  (7.9  per- 
cent of  $40,000),  and  thus  could  save  up  to  $1,129 
each  year  by  moving  to  an  unsubsidized  firm,  where 
the  premium  would  not  be  based  on  salary. 

The  size  of  the  sorting  incentive  would  vary 
among  both  workers  and  firms.  In  the  example 
above,  the  incentive  would  obviously  be  amplified 
for  workers  with  annual  salaries  above  $40,000  or 
below  $10,000.  In  addition,  small  firms  with  very 
low  average  wages  would  have  capped  rates  as  low 
as  3.5  percent,  which  would  further  boost  the  incen- 
tive for  low-wage  workers  to  work  at  these  firms. 
Last,  the  size  of  the  incentive  would  depend  on  the 
family  status  of  the  worker-workers  with  children 
would  face  higher  premiums  at  unsubsidized  firms 
than  workers  without  children.  At  subsidized  firms, 
the  employer  share  of  the  premiums  would  simply 
be  7.9  percent  of  the  worker's  wages  or  salary 
whether  the  worker  was  a  single  adult,  or  part  of  a 
couple  or  a  family  with  children. 

Forms  of  Sorting.  Sorting  could  take  several 
forms,  some  involving  actions  of  workers,  some 
involving  actions  of  firms,  and  some  involving  ac- 
tions of  both  parties.  For  example,  new  workers  in 
the  labor  force  could  choose  jobs  with  certain  firms 
rather  than  others.  Or  existing  workers  could  quit 
and  move  to  different  firms. 

Firms  could  ''outsource''~that  is,  lay  off  em- 
ployees and  contract  with  other  companies  for  the 
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Box4-X 

Sorting  of  Workers 

In  the  Administration's  Proposal 

The  incentive  for  toiting  under  the  Administra- 
tion's proposal  would  vary  among  workers,  but 
most  workers  can  be  classified  into  one  of  three 
groups  for  this  purpose. 

Fiist,  the  Administration's  proposal  would 
provide  a  substantial  new  incentive  for  sorting 
among  workers  who  place  a  significant  value  on 
insurance  and  whose  wages  are  flexible  in  the 
long  nm.  Because  these  workers'  wages  adjust 
to  reflect  the  cost  of  their  employment-based 
health  insurance,  these  workers  face  no  incentive 
under  the  current  system  to  leave  their  jobs.  But 
under  the  proposed  system,  those  who  have  low 
wages  would  seek  jobs  at  subsidized  firms,  while 
ftose  with  high  wages  would  seek  out  unsub- 
sidized films.  This  group  is  rather  large-it  in- 
cludes all  heads  of  households  except  those  with 
very  low  incomes. 

The  second  group  of  workers  are  those  who 
place  a  high  value  on  insurance  but  whose  wages 
are  not  flexible  even  in  the  long  run.  Because 
the  productivity  of  these  workers  may  not  be 
high  enough  to  cover  the  minimum  wage  plus  the 
cost  of  health  insurance,  they  tend  to  find  work 
at  firms  that  do  not  offer  insurance.  If  the  cui- 
rent  system  is  maintained,  more  of  these  workers 
would  be  forced  into  uninsured  firms  as  the  cost 
of  health  insurance  rose.  By  contrast,  the  subsi- 
dies in  the  Administration's  proposal  would  re- 
duce this  incentive  for  sorting.  This  group  is  not 
large  and  consists  primarily  of  minimum-wage 
and  near-minimum-wage  workers. 

The  last  group  consists  of  workers  who  place 
a  low  value  on  insurance.  The  current  system 
encourages  these  woricers  to  work  at  firms  with- 
out insurance,  and  again  this  incentive  increases 
as  health  insurance  costs  rise.  The  Administra- 
tion's proposal  would  eliminate  this  incentive  for 
sorting  because  every  firm  would  have  to  offer 
insurance.  But  the  proposal  would  substitute  an 
incentive  for  high-wage  workers  in  this  group  to 
move  to  firms  with  high  average  wages  and  low- 
wage  workers  to  move  to  firms  with  low  average 
wages.  This  group  is  fairly  sizable  because  it 
includes  most  secondary  workers  and  some  youn- 
ger and  poorer  primary  workers  as  well. 
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same  services.  For  example,  a  finn  with  high  aver- 
age wages,  which  would  be  unsubsidized  under  the 
proposal,  could  give  up  its  company's  cleaning  help 
and  hire  an  outside  cleaning  service  instead.  Alter- 
natively, firms  could  divide  themiselves  into  subsidi- 
aries with  low  and  high  average  wages.  For  ex- 
ample, a  manufacturing  plant  could  spin  off  its 
research  and  development  lab. 

Although  the  proposal  contains  legal  restrictions 
on  some  of  this  sorting,  they  would  not  be  totaUy 
successful.*  The  proposal  would  increase  the  Inter- 
nal Revenue  Service's  authority  over  the  classifica- 
tion of  employees  and  independent  contractors,  but 
reclassification  of  these  workers  is  just  one  of  sev- 
eral ways  in  which  firms  could  respond  to  the  pro- 
posal. Moreover,  any  simple  regulation  is  unlikely 
to  prevent  the  creation  of  new  firms  that  could  use 
the  subsidies  to  their  competitive  advantage  against 
existing,  regulated  firms. 

Sorting  Would  Raise  the  Cost  of  Federal  Subsi- 
dies to  Finns.  When  sorting  occurs,  workers 
would  be  reallocated  among  firms  in  a  way  that  re- 
duced the  private  cost  of  their  health  insurance.  But 
this  reduction  in  private  cost  would  be  exactly  offset 
by  an  increase  in  government  spending. 

Of  course,  it  is  difficult  to  determine  exactly 
how  much  sorting  would  occur  under  the  Admini- 
stration's proposal.  Some  restructuring  along  salary 
lines  may  be  occurring  anyway."  There  are  no 
empirical  estimates  indicating  the  sensitivity  of  the 
allocation  of  workers  to  incentives  of  this  type.  But 


26.  Eugene  Sleuelie,  The  Plupoted  SegngUioo  of  the  Labor  Maitet 
by  Economic  Clus."  Tax  Noui.  voL  61,  do.  S  (November  1, 
1993).  pp.  621-622. 

27.  Because  some  sorting  would  occur  without  any  policy  change,  the 
subsidies  to  finns  would  grow  over  time  even  if  the  Administn- 
tiOD's  proposal  induces  iso  additional  sorting.  In  other  words, 
what  matters  for  the  cos)  of  subsidies  is  the  total  amount  of  in- 
come-based sorting,  dm  just  the  amount  creaud  by  the  piDposil. 
Sm  Katharine  G.  Abraham,  'Restructuring  the  Employment  Rela- 
tionship: The  Growth  of  Market-Mediated  Wort  Anangements," 
in  KalhatiiK  G.  Abraham  and  Robert  B.  McKersie.  eds..  New 
Deveiopmtnis  in  At  Labor  Martei  (Cambridge,  Mass.:  MIT  Press, 
1990):  Katharine  G.  Abraham  and  Susan  K.  Taylor,  "Finns'  Use 
of  Outside  Contractors:  Theory  and  Evidence,'  Wotldng  Paper 
4468  (National  Bureau  of  Ecoromic  Research.  Cambridge.  Mass.. 
September  1993):  and  Steve  J.  Davis  and  John  Haltiwanger. 
"Wage  Dispersion  Between  and  Within  U.S.  Manufacturing  Plants. 
1963-1986,'  Working  Paper  3722  (National  Bureau  of  Ecofxnnic 
Research.  Clambridge.  Mass.,  March  1991). 


the  incentive  for  sorting  imder  the  proposal  would 
be  fairly  large  for  many  people.  CBO  estimates  that 
in  1998  almost  8  million  low- wage  workers  could 
receive  salary  increases  of  10  percent  or  more  by 
moving  from  unsubsidized  to  subsidized  firms.  And 
the  average  increase  in  salary  for  workers  earning 
less  than  $20,000  who  migrated  fipom  unsubsidized 
to  subsidized  firms  would  be  over  IS  percent 

CBO  assumes  that  20  percent  of  the  workers 
would  eventually  respond  to  a  potential  10  percent 
increase  in  their  after-tax  salaries;  workers  facing 
larger  or  smaller  incentives  would  have  proportion- 
aUy  larger  or  smaller  responses.  This  sorting  would 
not  occur  immediately,  however.  CBO  assumes  that 
it  would  take  10  years  after  full  implementation  of 
the  proposal  for  sorting  to  reach  its  full  extent  and 
estimates  that  sorting  could  increase  the  cost  of 
subsidies  to  firms  by  some  $12  billion  (or  14  per- 
cent) in  2004,  an  amount  incorporated  in  the  cost 
estimate  in  Chapter  2. 

Sorting  Would  Alter  the  Effects  of  the  Proposal 
on  Employment.  As  discussed  in  an  earlier  sec- 
tion, the  requirement  that  firms  pay  for  health  insur- 
ance would  reduce  the  employment  of  low-wage 
workers.  The  sorting  of  these  workers  among  firms 
would  mute  this  effect,  however.  Low-wage 
workers  who  are  currently  uninsured  would  be 
induced  to  leave  unsubsidized  firms  where  they 
would  face  large  implicit  increases  in  the  minimum 
wage  and  move  to  subsidized  firms  where  the  im- 
plicit minimum  wage  increase  would  be  relatively 
modest  This  migration  would  limit  the  number  of 
displaced  workers. 

At  the  same  time,  sorting  could  produce  some 
temporary  loss  of  employment,  if  workers  lost  their 
jobs  and  were  forced  to  look  for  new  ones.  Ironi- 
cally, the  harder  the  government  tried  to  prevent 
sorting  in  the  form  of  simple  legal  reorganizations, 
the  more  it  would  encourage  firms  to  sort  workers 
by  laying  them  off.  Of  course,  employers  would  be 
trying  to  contract  with  other  companies  to  provide 
the  same  services,  so  overall  demand  in  the  econ- 
omy for  these  workers'  skills  might  be  unaffected. 
But  this  possibility  does  not  mean  that  the  same 
workers  would  find  jobs  immediately,  and  those  that 
could  not  would  experience  some  short-nm  unem- 
ployment 
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Sorting  Could  Reduce  the  Efficiency  of  the  La- 
bor Market.  A  competitive  market  economy  allo- 
cates woiicers  to  jobs  where  their  productivity  is 
highest.  The  current  health  insurance  system  dis- 
torts that  allocation  in  at  least  two  ways.  First,  it 
provides  an  incentive  for  workers  who  plat:e  a  low 
value  on  health  insurance  received  through  their 
jobs  to  work  for  firms  that  do  not  offer  insurance. 
Second,  it  raises  the  cost  of  labor  at  firms  for  which 
health  insurance  is  more  expensive.  These  distor- 
tions lower  the  efficiency  of  the  labor  market  and 
the  economy. 

The  Administration's  proposal  would  eliminate 
these  distortions,  but  would  create  a  distortion  of  a 
different  type,  in  which  workers  at  different  wage 
levels  would  have  an  incentive  to  work  for  different 
firms.  By  contrast,  the  current  system  creates  no 
incentive  to  separate  high-  and  low-skill  workers 
into  different  firms.  And  most  firms  currently  in- 
clude both  low-wage  and  high-wage  employees, 
suggesting  that  heterogeneous  wage  (and  skill) 
structures  at  firms  may  be  more  efficient  than  the 
homogeneous  structures  encouraged  by  the  proposal. 
This  efficiency  may  depend  partly  on  the  nature  of 
production  processes,  which  often  involve  people  of 
different  types  and  levels  of  skill.  It  may  also  de- 
pend on  the  difficulty  of  conducting  transactions 
through  expUcit  contracts  with  independent  firms 
rather  than  informal  arrangements  within  a  single 
firm. 

If  grouping  workers  among  firms  by  income  or 
skill  level  is  very  inefficient,  then  the  allocation  of 
workers  encouraged  by  the  proposal  might  be  less 
efficient  than  the  current  allocation.  Also,  the  pro- 
cess of  sorting— of  reallocating  workers-would 
entail  administrative  and  organizational  costs  that 
would  reduce  efficiency.  But  if  the  efficiency  cost 
of  sorting  were  high,  then  the  speed  and  ultimate 
amount  of  sorting  would  be  relatively  low. 


What  Would  Happen  to  the 
International  Competitive 
Position  of  the  United  States? 

When  the  government  makes  policy  changes  as  far 
reaching  as  the  Administration  now  proposes,  one 


of  the  biggest  concerns  of  many  businesses  is"  how 
the  changes  might  affect  their  international  com- 
petitiveness. CBO's  analysis  concludes  that  because 
the  proposal  would  affect  different  firms  in  different 
ways,  some  firms  would  become  more  competitive 
and  some  firms  less  so.  But  no  solid  conclusions 
can  be  drawn  about  whether  the  overall  trade  bal- 
ance would  increase  or  decrease. 


Overall  Competitiveness: 
The  Balance  of  Trade 

The  notion  of  the  "international  competitiveness"  of 
the  whole  economy  is  hard  to  define,  but  what  most 
people  mean  by  it,  in  practical  terms,  is  a  concern 
that  the  United  States  may  lose  exports  or  absorb 
more  imports.  Working  by  analogy  with  an  indi- 
vidual firm,  it  is  commonly  believed  that  anything 
that  increases  costs  would  make  the  balance  of  trade 
worse,  and  anything  that  decreases  costs  would 
improve  it  Almost  all  economists  disagree  with 
this  view,  however,  because  it  neglects  some  impor- 
tant connections  that  exist  in  an  entire  economy  but 
do  not  apply  to  an  individual  firm. 

At  a  fundamental  level,  the  trade  balance  of  any 
country  is  constrained  because  a  country,  unlike  a 
firm,  can  sell  abroad  only  that  part  of  its  production 
that  it  does  not  consume  or  invest  itself.  Hence,  the 
net  amount  of  sales  abroad— the  balance  of  trade- 
depends  most  directly,  not  on  costs  of  production, 
but  on  saving  and  investment^  The  trade  balance 
improves  only  if  national  saving  rises,  investment 
falls,  or  both. 

The  Administration's  health  proposal  would 
have  indeterminate  effects  on  both  national  saving 
and  investment.  Thus,  it  is  difficult  to  predict  how 
the  pro{>osal  would  affect  the  balance  of  trade. 

National  Saving.  According  to  CBO's  estimates  in 
Chapter  2,  the  Administration's  proposal  would 
marginally  raise  the  federal  budget  deficit  for  most 
of  the  next  decade,  though  ultimately  it  would  de- 
crease it  A  decrease  in  the  federal  deficit  corre- 
sponds to  an  increase  in  national  saving. 


28.    CoDfressioiul  Budget  Office,  Policia  for  Reducin/  Ae  Cuirtm- 
Accoiaa  Dfficit  (Augujt  1989). 
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The  proposal  could  also  affect  private  saving 
through  several  channels.  First,  universal  health 
insurance  would  reduce  some  of  the  need  of  indi- 
viduals to  save  for  precautionary  reasons.  Precau- 
tionary saving  arises  when  individuals  are  uncertain 
about,  for  example,  their  future  income  prospects, 
their  life  span,  or  the  amount  of  money  they  may 
need  to  spend  on  medical  services.  In  the  case  of 
medical  needs,  the  amount  of  precautionary  saving 
would  depend  on  the  probability  of  incurring  out- 
lays, the  amount  of  outlays  likely  to  be  incurred, 
and  the  cost  of  insurance.  It  would  also  depend  on 
income,  wealth,  and  attitudes  toward  uncertainty. 
Because  the  proposal  would  eliminate  the  risk  of 
losing  insurance  and  facing  large,  unexpected  medi- 
cal expenses,  it  would  probably  reduce  precaution- 
ary saving."  Of  course,  the  reduction  in  risk  would 
itself  improve  people's  well-being.  Second,  some 
people  between  the  ages  of  55  and  64  might  save 
less  if  the  proposal  encouraged  them  to  retire  ear- 
lier. This  group,  if  they  continued  working,  would 
normally  have  relatively  high  saving  rates. 

At  the  same  time,  two  factors  would  work  to 
increase  private  saving.  First,  some  workers  might 
want  to  save  more  during  their  working  years  if  the 
proposal  encouraged  them  to  retire  early.  Second, 
the  plan  might  reduce  some  people's  incentive  to 
spend  down  their  assets  if  they  expected  to  need 
Medicaid  when  they  were  older.  The  proposal 
would  allow  states  to  raise  the  maximum  level  of 
assets  that  single  people  on  Medicaid  could  keep, 
thus  slightly  increasing  the  incentive  to  save.  Over- 
all, the  proposal  might  reduce  national  saving  some- 
what. 

Investment.  It  is  even  more  difficult  to  predict  the 
effect  of  the  proposal  on  investment  Because  re- 
allocating the  burden  of  health  care  costs  would  af- 
fect industries  very  differently,  some  would  increase 
investment  and  some  decrease  it  On  net,  because  it 
is  hard  to  shift  plant  and  equipment  from  one  firm 
or  industry  to  another  as  one  contracts  and  the  other 


expands,  such  shifts  could  increase  national  spend- 
ing on  investment  while  adjustments  occurred.  But 
the  effect  would  be  very  small:  industries  are 
always  growing  and  declining,  and  the  additional 
shifts  as  a  result  of  reallocation  of  health  care  costs 
would  be  difficult  to  discern.  Other  factors—espe- 
cially changes  in  the  health  care  industry  itself- 
could  also  affect  investment,  but  it  is  impossible  to 
predict  whether  they  would  cause  investment  to  go 
up  or  down.  On  balance,  the  effect  of  the  Adminis- 
tntion's  prc^x>sal  on  investment  is  uncertain. 


The  Competitiveness 
of  DifTerent  Firms 

Under  the  Administration's  proposal,  the  health  care 
costs  of  firms  that  compete  direcdy  with  foreign 
firms  (the  "tradable  goods  sector")  would  probably 
decline.  Those  firms  are  much  more  likely  than 
firms  outside  that  sector  to  offer  health  benefits 
now,  and  they  offer  relatively  generous  benefits.*" 
Nevertheless,  this  reduction  in  costs  would  not  have 
much  effect  on  the  trade  balance. 

Although  prices  might  fall,  the  dollar  would  rise 
enough  to  prevent  the  change  in  prices  from  signifi- 
cantly altering  the  trade  balance.  Much  of  the  re- 
duction in  health  spending  would  be  passed  on  to 
workers  in  the  form  of  higher  cash  wages.  Some 
firms  might  pass  a  portion  of  their  health  cost  sav- 
ings through  to  their  prices,  depending  on  the  mar- 
ket conditions  they  face.  Thus,  the  prices  of  trad- 
able goods  could  fall  on  average.  But  these  price 
declines  would  probably  lead  to  a  strengthening  of 
the  value  of  the  dollar  relative  to  foreign  currencies. 
A  higher  dollar  would  offset  the  lower  costs  in  in- 
dustries dealing  with  tradable  goods,  keeping  the 
average  price  of  U.S.  goods  to  foreigners  ^ut  the 
same."  One  result  would  be  to  share  the  lower  cost 
of  producing  tradable  goods  with  the  whole  U.S. 
economy  by  reducing  the  cost  of  imported  goods. 


29.  R.  Glemi  Hubbard,  Jonithu  SIdnoer,  and  Slepben  Zeldes,  The 
Imporuna  of  Preoutionuy  Motives  is  Explaining  Individual  and 
Aggregate  Savings,'  Working  Paper  4516  (NatioDjJ  Bureau  of 
Economic  Research,  Cambridge,  Mass..  November  1993):  Martha 
Slarr-McGuer.  'Health  Insuruice  and  Precautionary  Saving'  (pa- 
per presented  al  the  1994  annual  meeting  of  die  Americio  Eco- 
nomic Association,  Boston.  Mass..  January  1994). 


30.  See  Lewin-VHI.  The  Impact  of  the  Health  Security  Act  on  Hnm 
Competing  in  International  Marlrets'  (p^per  presented  to  the 
Competiiiveaeu  Policy  CounciL  Washington,  DC,  December  10, 
1993). 

31.  Henry  Aaioa  and  Barry  Bocworth,  "Health  Care  Fmancing  and 
Inteniatioiial  Competitiveness'  (paper  presented  to  the  Competi- 
tiveness Policy  Council.  Washington,  DC,  December  10.  1993). 
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As  discussed  earlier,  the  Administration's  pro- 
posal would  redistribute  insurance  costs  among  dif- 
ferent firms  and  industries,  which  could  alter  the 
prices  of  their  goods  and  services.  These  price 
changes,  in  turn,  could  affect  the  international  com- 
petitiveness of  some  companies,  although  firms 
whose  costs  decline  by  the  average  for  the  tradable- 
goods  sector  would  see  no  change.  For  these  firms, 
the  reduction  of  their  health  costs  would  be  exactly 
offset  by  the  appreciation  of  the  dollar. 

But  the  international  competitiveness  of  compa- 
nies with  larger-than-average  cost  reductions  would 
improve.  Although  the  dollar  would  appreciate,  the 
insurance  costs  at  these  companies  woiild  fall  even 
more.  Firms  that  have  smaller  than  average  reduc- 
tions—or cost  increases—would  become  less  compet- 
itive, however. 


Conclusion 

CBO  estimates  that  the  Administration's  proposal 
could  cause  the  number  of  people  working  to  de- 
cline by  about  one-quarter  of  a  percent  to  1  percent, 
though  most  of  these  people  would  retire  or  turn  to 
other  activities  outside  the  labor  market.  Unem- 
ployment would  increase  only  slightly  among  mini- 


mum-wage workers.  A  decline  in  the  labor  force  of 
that  magnitude  would  reduce  the  potential  market 
output  of  the  economy  by  somewhat  less,  perhaps 
bom  0.2  percent  to  0.7  percent  In  addition,  the 
prt^sal  would  probably  cause  low-wage  workers  to 
move  from  firms  where  they  would  qualify  for  little 
or  DO  subsidy  to  firms  where  they  would  attract 
greater  subsidies.  Such  churning  could  impose 
noticeable,  though  unquantitfiable,  costs  on  the 
economy. 

The  proposal  might  also  bring  into  the  measured 
labor  force,  and  measured  GDP,  some  people  who 
are  now  giving  care  to  their  disabled  relatives.  This 
would  largely  be  a  statistical  change  and  would  not 
significantly  alter  levels  of  economic  activity. 

These  predictable  changes  in  the  labor  force, 
though  important,  are  in  any  case  small  relative  to 
the  normal  growth  and  variation  in  the  economy. 
CBO  projects,  for  example,  that  the  labor  force  will 
increase  by  some  13  percent  in  the  next  10  years, 
and  the  predictable  effects  of  the  Administration's 
proposal  are  well  within  the  range  of  uncertainty  of 
that  estimate.  Further,  the  lower  market  output  of 
the  economy  somewhat  overstates  the  economic 
losses  the  proposal  would  cause.  Those  who  left 
the  labor  force  would  engage  in  other  activities- 
looking  after  children  or  enjoying  leisure-that  have 
value  but  are  not  captured  in  GDP. 
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Other  Considerations 


The  Administration  has  developed  a  compre- 
hensive proposal  that,  if  implemented  as 
envisioned  by  its  architects,  could  alleviate 
the  problems  it  seeks  to  address:  lack  of  insurance 
coverage,  lack  of  access  to  health  care,  and  rapidly 
rising  health  care  costs.  The  proposal's  scope  is 
broad,  and  its  attention  to  detail  is  extraordinary.  It 
provides  a  blueprint  for  restructuring  the  entire 
health  care  system,  complete  in  almost  every  partic- 
ular of  the  design.   In  this  respect  it  is  unique. 

As  described  in  Chapter  1,  the  underlying  prin- 
ciples of  the  proposal  would  be  to  establish  a  uni- 
versal entitlement  to  a  standard  package  of  health 
benefits  with  a  financing  structure  that  would  build 
on  the  existing  employment-based  system.  The 
proposed  system,  however,  would  require  all  em- 
ployers to  make  specified  contributions  to  premiums 
on  behalf  of  their  employees,  thereby  ending  the 
situation  in  which  some  employers  in  effect  pay  for 
the  coverage  of  employees  in  other  firms.  All  indi- 
viduals and  families,  except  Medicaid  beneficiaries 
and  others  with  very  low  income,  would  also  be 
required  to  pay  at  least  part  of  their  premiums. 
Subsidies  would  be  available  to  help  employers  and 
low-income  families  meet  their  premium  obliga- 
tions. The  Medicaid  program  as  it  exists  today 
would  end,  and  Medicaid  beneficiaries  would  enroll 
in  "mainstream"  health  plans,  which  would  receive 
the  same  premium  payment  for  Medicaid  beneficia- 
ries as  for  any  other  enrollees. 

People  who  had  experienced  difficulties  obtain- 
ing health  insurance  coverage  at  a  reasonable  price, 
and  those  who  feared  losing  coverage  if  they  lost  or 
changed  their  jobs,  would  fmd  that  those  problems 
no  longer  existed.  Families  with  no  employed 
members  and  employees  of  small  firms  would  not 
have  to  pay  higher  premiums  than  others  in  their 


community  for  the  same  coverage.  Employed  peo- 
ple would  not  lose  their  coverage  when  they  left  the 
labor  force.  High-risk  people  in  particular  would 
benefit  since  health  status  would  no  longer  be  a 
factor  in  determining  the  availability  of  insurance 
coverage  or  its  price.  Most  people  would  have  a 
choice  of  health  plans  available  to  them,  which 
many  do  not  today,  and  would  be  provided  with 
information  to  help  them  to  make  informed  choices. 

To  constrain  the  growth  of  health  care  costs,  the 
proposal  would  establish  mechanisms  for  limiting 
the  rate  of  growth  of  premiums  for  the  standard 
benefit  package,  and  for  setting  the  initial  level  of 
premiums  in  regional  alliances.  If  they  were  imple- 
mented as  intended,  those  mechanisms  would  be 
completely  effective.  The  proposal  would  also 
attempt  to  limit  federal  obligations  for  subsidies. 
As  discussed  in  Chapter  2,  those  limits  might  not  be 
as  effective. 

In  assessing  the  likelihood  that  the  Administra- 
tion's proposal  would  be  able  to  achieve  its  goals 
and  establish  a  stable  system  for  fmancing  health 
care,  two  important  issues  arise:  whether  it  would 
be  possible  to  implement  the  proposal  fully  in  the 
time  frame  envisioned,  and  whether  there  might  be 
imintended  consequences  that  could  affect  the 
system's  viability. 

Policymakers  and  analysts  can  only  speculate 
about  such  questions  because  of  the  magnitude  of 
the  institutional  changes  being  proposed.  The  com- 
plexity and  interrelated  nature  of  the  proposal's 
many  components  make  it  difficult  to  grasp  all  their 
possible  interactions  or  to  determine  the  extent  of 
institutional  change  and  development  that  would  be 
necessary.  Moreover,  under  the  proposal  an  entirely 
new  environment  would  evolve;  the  behavior  and 
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expectations  of  consumers  and  providers  would 
change  in  ways  that  one  cannot  fully  anticipate 
today.  Thus,  the  potential  for  unforeseen  conse- 
quences-both  favorable  and  unfavorable-would  be 
significant 

The  Congressional  Budget  Office's  cost  esti- 
mate, discussed  in  Chapter  2,  assumes  that  the  Ad- 
ministration's restnicturing  of  the  health  care  system 
would  be  implemented  according  to  the  schedule 
laid  out  in  the  proposal.  That  assumption  may  be 
questionable,  however,  especially  as  it  relates  to  the 
capacity  of  the  agencies  that  would  cany  out  the 
program  and  to  the  data  requirements  of  the  system. 

The  cost  estimate  also  assumes  that  the  pro- 
posed methods  for  constraining  the  rate  of  growth 
of  premiums  for  the  standard  health  package  would 
be  completely  effective.  Such  binding  limits  could, 
however,  have  unintended  consequences  for  the 
health  care  system  that  would  affect  its  overall 
acceptability  and,  hence,  the  sustainabUity  of  the 
limits. 

This  chapter  explores  these  issues  in  more 
depth.  The  discussion  is  germane,  however,  not 
only  to  the  Administration's  proposal  but  also  to 
any  proposal  that  would  involve  a  major  restruc- 
turing of  the  health  care  system. 


Institutional  Capabilities 
and  Resources 

The  organizational  sducture  of  the  proposed  system 
raises  a  basic  question  about  its  implementation: 
Would  all  the  agencies  involved  have  the  capabili- 
ties, experience,  and  resources  needed  to  undertake 
their  assigned  tasks  in  the  time  frame  envisioned? 
Many  of  the  critical  tasks  of  setting  up  the  system 
would  be  performed  by  the  newly  created  National 
Health  Board  and  by  the  regional  alliances,  which 
would  be  new  and  untried  entities.  State  and  fed- 
eral agencies  would  also  have  major  new  roles. 

The  National  Health  Board  would  have  consid- 
erable powCT  and  broad  responsibilities  for  the  func- 
tioning of  the  entire  system,  and  a  large,  skilled 


professional  staff  would  be  essential.  It  would  have 
many  difficult  tasks  to  perform— such  as  establishing 
a  national  program  for  managing  the  quality  of  care, 
developing  a  national  information  system  for  health 
care,  establishing  the  initial  target  for  the  per  capita 
premium  for  each  regional  alliance,  determining  the 
inflation  factor  for  each  regional  alliance,  estimating 
the  market  shares  for  each  health  plan  in  each  re- 
gional alliance,  developing  risk-adjustment  factors, 
and  recommending  modifications  to  the  benefit 
package. 

Moreover,  those  tasks  frequently  would  have  to 
be  performed  on  extremely  tight  schedules  dictated 
both  by  the  effective  start-up  dates  and  the  continu- 
ing needs  of  the  proposed  system.  For  example,  the 
board  would  be  required  to  establish  a  national 
program  for  quality  management  within  one  year  of 
enactment  and  the  information  system  within  two 
years  of  enactment  On  an  ongoing  basis,  the  board 
might  have  no  more  than  a  month  in  which  to  deter- 
mine whether  each  regional  alliance  was  in  compli- 
ance with  its  target  for  the  following  year's  premi- 
ums. After  1996,  the  board  would  also  have  to 
determine  the  annual  inflation  factor  and  the  target 
for  the  per  capita  premium  for  each  regional  alli- 
ance by  March  1  of  the  preceding  year. 

The  regional  alliances— as  the  fit)ntline  agencies 
responsible  for  orchestrating  the  flow  of  funds 
through  the  health  care  system— would  have  an  even 
broader,  and  possibly  more  demanding,  set  of  re- 
sponsibilities. They  would  combine  the  functions  of 
purchasing  agents,  contract  negotiators,  welfare 
agencies,  financial  intermediaries,  collectors  of 
premiums,  developers  and  managers  of  information 
systems,  and  coordinators  of  the  flow  of  information 
and  money  between  themselves  and  other  alliances. 
They  would  also  have  to  implement  the  controls  on 
premiums  under  the  direction  of  the  National  Health 
Board.  Any  one  of  these  functions  could  be  a 
major  undertaking  for  an  existing  agency  with  some 
experience,  let  alone  for  a  new  agency  that  would 
have  to  perform  them  all.  Some  regional  alliances 
might  succeed  very  well;  others  might  be  over- 
whelmed by  these  tasks,  especially  in  their  early 
years  of  operation. 

States  would  also  vary  in  their  capability  to 
assimie  their  new  responsibilities.     Among  other 
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things,  they  would  be  asked  to  develop  standards 
for  and  certify  health  plans,  establish  guaranty 
funds,  and  ensure  continued  coverage  for  enrollees 
who  had  been  in  health  plans  that  failed.  Conse- 
quently, the  responsibilities  of  state  insurance  regu- 
lators would  probably  expand  considerably.  But  the 
states  vary  widely  in  the  legal  authority  of  their 
insurance  departments  and  in  the  resources  that  Aey 
DOW  devote  to  the  reg\ilation  of  health  iiuurance. 
Whether  all  states  would  be  prepared  to  undertake 
all  these  activities  on  schedule  is  therefore  uncer- 
tain.' The  three-year  phase-in  period,  however, 
would  give  states  the  (^portunity  to  increase  the 
capacity  of  their  insurance  departments  before  1998, 
if  they  needed  to  do  so. 

States  would  also  play  important  roles  in  help- 
ing the  regional  alliances  to  perform  their  functions. 
In  particular,  they  would  be  required  to  ensure  that 
alliances  received  the  premiums  they  were  owed 
and  help  them  to  determine  eligibility  for  subsidies 
for  premiums  and  cost-sharing  amounts.  Since 
states  would  be  financially  Uable  for  error  rates 
above  certain  linuts  when  determining  eligibility  for 
subsidies,  they  would  have  strong  incentives  to  as- 
sist alliances  with  that  task.  Again,  however,  it  is 
not  clear  that  they  would  have  the  needed  resources. 
The  proposal  would  allow  states  access  to  informa- 
tion on  tax  returns  from  the  Internal  Revenue  Ser- 
vice to  assist  them  in  determining  eligibility,  but 
many  of  the  people  likely  to  be  eligible  for  sub- 
sidies would  not  be  tax  filers. 

Interstate  cooperation  would  be  essential  in 
order  for  states  to  meet  their  responsibilities  effec- 
tively. Cooperation  would  be  especially  important 
for  handling  the  complications  that  could  arise  in 
metropolitan  areas  that  crossed  state  boundaries. 
The  proposal  recognizes  this  issue  and  includes 
provisions  that  would  permit  states  to  coordinate  the 
activities  of  two  or  more  regional  alliances-includ- 
ing alliances  in  different  states— in  such  areas  as 
operating  rules,  enforcement  procedures,  fee  sched- 
ules, and  contracting  with  health  plans.    Setting  up 


1.  See  Genenl  Accoimtiiig  Office.  Heahh  Insurance:  How  HealA 
Cart  Reform  May  Affect  Suae  Regulanon,  TestiiDony  of  Leslie  G. 
Arooovitz  before  the  Subcotnmioee  od  Health.  House  Committee 
on  Wtys  ud  Memj,  Novembei  5,  1993,  GACyr-HRD-94.55. 


these  types  of  arrangements  could  be  difScult  but 
would  be  important  for  the  effective  functioning  of 
some  health  care  markets. 

Similar  questions  of  capacity  and  resources  arise 
with  respect  to  Ae  Departinent  of  Health  and  Hu- 
man Services  (HHS)  and  the  Department  of  Labor 
(DOL)— the  two  federal  agencies  that  would  have 
major  responsibilities  under  the  proposed  system. 
Given  the  reduction  in  federal  employment  that  is 
tmder  way,  would  HHS  have  the  necessary 
resources  to  oversee  the  financial  management  of 
regional  alliances  and  to  take  over  the  operation  of 
states'  systems  if  they  were  seriously  out  of  compli- 
aitce?  Would  DOL  have  fee  capabilities  to  oversee 
corporate  alliances  and  to  ensure  that  employers 
fulfilled  their  responsibilities  in  paying  premiums 
and  withholding  employees'  shares?  Presumably, 
the  funding  necessary  to  carry  out  those  functions 
and  develop  those  capacities  would  be  provided 
through  the  normal  qjpropriation  pnxxss.  But  in  a 
world  of  limits  on  discretionary  spending,  increased 
resources  for  those  purposes  would  mean  reductions 
elsewhere. 


Information  Requirements 

The  Administration's  proposal  would  depend  criti- 
cally on  timely  information,  much  of  which  has 
never  been  collected.  Its  data  requirements  fall  into 
three  broad  categories:  those  related  to  the  establish- 
ment of  the  parameters  of  the  system  that  would 
determine  the  payments  to  health  plans,  those  re- 
lated to  managing  the  quality  of  care,  and  those  es- 
sential for  the  day-to-day  administration  and  opera- 
tion of  the  alliances  and  health  plans.  Notwith- 
standing the  ongoing  and  rapid  development  of 
information  technology  in  the  health  care  industry, 
it  is  uncertain  whether  the  data  essential  for  deci- 
sionmaking would  be  available  in  a  timely  fashion. 
If  they  were  not  or  if  important  information  was  of 
poor  quality,  the  functioning  of  the  system  could  be 
compromised. 

The  proposal  recognizes  the  magnitude  of  these 
requirements.  The  National  Health  Board  would  be 
charged  with  developing  and  implementing  a 
national    health    care    information    system,    which 
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would  function  through  an  electronic  data  network 
based  in  regional  centers.  The  information  system 
would  provide  data  to  meet  multiple  requirements  in 
such  areas  as  quality  assurance,  information  for 
consumers  and  providers,  cost  containment,  and 
planning  and  policy  development  Establishing 
even  the  framework  for  such  an  information  system 
within  the  two-year  time  period  envisioned  by  the 
proposal  would  be  a  challenge. 


Requirements  for  Establishing 
Payment  Parameters 

The  National  Health  Board  would  need  extensive 
state  and  local  data  to  develop  the  adjustment  and 
inflation  factors  that  it  would  use  to  determine  the 
target  for  the  per  capita  premium  of  each  regional 
alliance.  The  data  required  to  establish  an  effective 
mechanism  for  adjusting  premiums  for  risk  would 
also  be  considerable. 

The  adjustment  factors  that  would  be  used  to 
establish  the  initial  target  for  the  per  capita  premium 
for  each  regional  alliance  are  supposed  to  account 
for  the  variations  in  the  health  spending  and  insur- 
ance coverage  of  alliances  as  well  as  variations  in 
the  proportion  of  spending  by  academic  health  cen- 
ters. Although  data  on  per  capita  health  expendi- 
tures would  probably  be  available  for  states, 
whether  that  information  would  be  available  for 
regional  alliances  is  uncertain.  Moreover,  reliable 
information  on  some  of  the  proposed  adjustment 
factors-such  as  the  proportion  of  people  whose 
insurance  coverage  was  less  generous  than  the  stan- 
dard benefit  package-might  not  be  available  even 
for  states. 

Initially,  calculating  the  inflation  factors  would 
require  daU  on  the  relative  changes  in  the  demo- 
graphic characteristics  (age,  sex,  socioeconomic 
status,  and  health  status)  of  the  population  of  each 
regional  alliance  compared  with  those  of  the  popula- 
tion as  a  whole.  The  sample  sizes  of  existing  na- 
tional surveys  (such  as  the  Current  Population  Sur- 
vey) are  too  small  to  produce  reliable  data  of  these 
types  for  all  the  regional  alliances.  Either  the 
sample  sizes  of  existing  national  surveys  would 
have  to  be  increased,  or  new  regional  and  local 
surveys  would  have  to  be  undertaken.    Once  the 


alliances  were  functioning,  however,  they  would 
probably  collect  at  least  some  of  the  demographic 
data  as  part  of  the  enrollment  process. 

Under  the  proposed  health  care  system,  alliances 
would  have  to  adjust  the  per  capitz  payments  to 
health  plans  to  reflect  the  risk  stams  of  their  en- 
lollees.  If  that  was  not  done  or  was  not  done  well, 
plans  that  enrolled  higher  proportions  of  sicker  or 
riskier  individuals  would  be  at  a  serious  disadvan- 
tage competing  in  the  new  marketplace,  and  incen- 
tives would  be  strong  for  plans  to  engage  in  subtle 
forms  of  risk  selection. 

The  proposal  gives  the  National  Health  Board 
the  responsibility  for  developing  a  methodology  that 
alliances  would  use  to  adjust  their  per  capita  pay- 
ments to  health  plans  for  risk.  The  feasibility  of 
developing  an  effective  risk-adjustment  mechanism, 
however,  is  highly  uncertain  and  depends  on  the 
answers  to  three  questions.' 

o  Would  it  be  possible  to  develop  measures  that 
could  distinguish  the  high  use  of  medical  ser- 
vices that  resulted  because  some  enrollees  were 
poor  risks  from  the  higher  use  that  resulted 
because  health  plans  were  poorly  managed? 

o  How  precise  would  such  measures  have  to  be  in 
order  to  keep  risk-selection  activities  by  health 
plans  at  minimal  levels? 

o  If  effective  risk-adjustment  measures  could  be 
developed,  would  the  information  needed  to 
implement  them  be  available  to  alliances  and 
health  plans? 

The  Administration's  proposal  recognizes  the  diffi- 
culties that  could  be  encountered.  For  example,  the 
board  would  be  required  to  establish  by  April  1995 
a  method  for  adjusting  payments  to  health  plans 
prospectively  to  reflect  the  risk  sutus  of  their  en- 
rollees, but  the  proposal  contains  an  alternative 
should  that  task  prove  to  be  impossible.    Specifi- 
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cally,  the  board  could  develop  a  mandatory  reinsur- 
ance system  for  health  plans  that  would  remain  in 
effect  until  a  prospective  risk-adjustment  system 
was  in  place. 


Requirements  for  Managing 
the  Quality  of  Care 

The  National  Health  Board  would  be  required  to 
develop  a  program  for  managing  the  quality  of  care 
under  the  direction  of  a  newly  created  National 
Quality  Management  Council.  The  council  would 
develop  national  measures  of  performance  relating 
to  the  provision  of  and  access  to  health  care  ser- 
vices, the  criteria  for  which  the  proposal  specifies  in 
considerable  detail.  The  council  would  also  conduct 
surveys  on  access  to  health  care,  use  of  health  ser- 
vices, health  outcomes,  and  patients'  satisfaction.  It 
would  be  responsible  for  providing  an  annual  report 
to  the  Congress  on  the  performance  of  each  alliance 
and  health  plan  and  on  trends  in  the  quality  of 
health  care. 

A  fundamental  precept  of  the  Administration's 
proposal-one  that  is  shared  broadly  by  health  policy 
experts— is  that  information  on  the  performance  of 
health  plans  and  providers  should  be  publicly  avail- 
able and  in  a  standartlized  form  that  helps  con- 
sumers to  make  informed  choices.  Accordingly, 
regional  and  corporate  alliances  would  be  required 
to  provide  annual  reports  on  each  health  plan's 
performance  using  the  standardized  measures,  in- 
cluding information  about  individual  providers  on 
some  of  the  measures.  Those  reports  would  also 
include  results  of  surveys  of  consumers  on  access, 
outcomes,  and  satisfaction. 

The  specifications  in  the  proposal  clearly  indi- 
cate that  tracking  quality  and  performance  would  be 
a  major  undertaking  for  providers,  health  plans,  alli- 
ances, and  the  board,  and  would  greatly  expand  cur- 
rent reporting  requirements.  In  addition,  an  inherent 
tension  would  exist  between  the  consumers'  need 
for  information  on  which  to  base  their  choices  and 
the  demands  that  would  be  placed  on  plans  and  pro- 
viders to  report  the  required  data. 


Requirements  for  Administration 
and  Operations 

In  order  to  carry  out  their  basic  functions,  health 
alliances  would  need  extensive  management  infor- 
mation systems  and  access  to  national  information 
networks.  They  would  also  need  the  capabilities  to 
conduct  surveys  and  data  analyses,  or  be  able  to 
contract  for  tfjese  services.  One  has  only  to  review 
the  functions  that  alliances  would  have  to  perform 
to  realize  that  they  would  require  collecting,  main- 
taining, and  updating  large  amounts  of  information 
on  individuals,  employers,  and  health  plans.  Exam- 
ples include: 

o  Tracking  eiut>llment  and  disenrollment  in  differ- 
ent health  plans  according  to  the  risk  character- 
istics of  enrollees  and  whether  they  were  receiv- 
ing Aid  to  Families  with  Dependent  Children  or 
Supplemental  Security  Income; 

o  Determining  the  eligibility  of  employers  and 
families  for  premium  subsidies; 

o  Determining  eligibility  for  reductions  in  cost- 
sharing  amounts; 

0  Tracking  the  amounts  of  cost-sharing  payments 
for  low-income  people  enrolled  in  high-cost- 
sharing  plans; 

o  Monitoring  the  premium  amounts  owed  by 
families,  taking  into  account  their  hours  of 
qualified  employment  and  any  changes  in  their 
type  of  family  that  occurred  during  the  year, 

0  Monitoring  the  premium  amounts  owed  by 
employers;  and 

o  Tracking  individuals  who  were  eligible  to  enroll 
in  the  regional  alliance— such  as  students  or 
members  of  two-worker  famUies-but  who  en- 
rolled in  another  alliance,  and  making  appropri- 
ate payments  to  those  other  alliances  on  their 
behalf. 

The  complexity  of  tracking  the  flow  of  people 
and  dollars  across  alliances'  boundaries  highlights 
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the  need  for  some  type  of  national  information 
system.  Determining  bow  much  families  would 
owe  for  their  health  insurance  if  they  moved  be- 
tween alliances  during  the  year  would  be  particu- 
larly difficult  According  to  the  proposal,  the  re- 
gional alliance  in  which  a  family  was  enrolled  in 
December  (termed  the  "final"  alliance)  would  be 
responsible  for  collecting  any  amounts  owed  by  the 
family,  regardless  of  whether  the  family  had  lived  in 
the  alliance  area  for  the  entire  year.  All  the  other 
aUiances  in  which  the  family  had  lived  would  be  re- 
quired to  provide  the  final  alliance  with  the  infor- 
mation necessary  to  determine  the  family's  total 
liability.  Once  the  final  alliance  had  collected  the 
amount  owed,  it  would  have  to  distribute  it  equi- 
tably to  all  the  aUiances  involved.  Without  an  auto- 
mated tracking  system,  that  would  be  a  monumental 
undertaking. 

In  addition  to  collecting  and  monitoring  finan- 
cial information  on  individuals  and  families,  re- 
gional alliances  would  have  to  estimate  the  demo- 
graphic characteristics  of  their  eligible  populations, 
including  the  number  of  families  of  each  type,  the 
number  of  extra  workers  in  couples  and  two-parent 
famUies,  the  proportion  of  people  enrolled  in  AFDC 
and  SSI,  and  the  number  of  people  in  different  risk 
categories.  They  would  also  be  responsible  for 
estimating  the  distribution  of  enrollment  across 
health  plans,  as  well  as  the  total  amount  of  premi- 
ums that  employers  and  families  should  pay  and  the 
expected  shortfall  in  premium  payments.  Those 
estimates  would  be  of  critical  importance  to  the 
alliance  because  they  would  affect  the  amounts 
owed  by  employers  and  families,  the  payments 
made  to  health  plans,  and  the  amount  paid  by  the 
federal  government  for  subsidies. 


The  Effects  and  Sustainability 
of  Controls  on  the  Rate  of 
Growth  of  Premiums 

Under  the  proposal,  the  rate  of  growth  of  premiums 
for  the  standard  benefit  package  would  be  severely 
constrained  for  the  1996-2000  period,  after  which 
the  rate  of  increase  would  be  determined  by  the 
Congress  or,  if  it  failed  to  act,  by  a  default  proce- 


dure tied  to  real  per  capita  economic  growth  and 
inflation  in  consumer  prices. 

Limiting  the  rate  of  growth  of  premiums  would 
undoubtedly  slow  the  growth  of  health  spending. 
Thus,  even  though  the  proposal  would  provide 
universal  health  insurance  coverage  and  include 
several  new  federal  program  initiatives,  CBO  esti- 
mates that  national  health  expenditures  would  in- 
crease by  94  percent  between  1995  and  2004,  com- 
pared with  a  projected  increase  of  108  percent  under 
the  CBO  baseline.  That  represents  a  reduction  of 
$150  billion  in  2004.  The  projected  slower  growth 
of  spending  would  occur  because  of  the  restraints 
on  premiums,  reductions  in  the  Medicare  program, 
and  other  features  of  the  proposal. 

In  preparing  its  cost  analysis,  the  Congressional 
Budget  Office  has  assumed  that  the  controls  on 
premiums  in  the  Administration's  proposal  would  be 
implemented  as  intended  and  that  the  mechanisms 
used  to  enforce  those  limits  would  effectively  re- 
strain spending  on  the  services  included  in  the  stan- 
dard benefit  package.  But  what  would  be  the  con- 
sequences of  that  restraint,  and  could  it  be  sus- 
tained? 

Some  experts  believe  that  the  targets  for  premi- 
ums could  be  largely  met  by  increasing  the  effi- 
ciency of  the  health  care  system.  According  to  this 
view,  the  system  has  plenty  of  "fat"-in  the  form  of 
excess  administrative  costs  and  uimecessary  use  of 
services-that  would  be  squeezed  out  by  constrain- 
ing the  growth  of  premiums.  Reductions  in  adminis- 
trative costs  might  be  achieved  by  such  measures  as 
standardizing  claim  forms  and  developing  electronic 
information  systems.  The  unnecessary  use  of  ser- 
vices might  be  reduced  by  increasing  enrollment  in 
managed  care  plans  and  promoting  clinically  effec- 
tive methods  of  treatment 

By  contrast,  others  maintain  that  even  if  effi- 
ciency improved  greatly,  achieving  the  premium 
targets  exclusively  by  those  means  would  be  ex- 
tremely difficult  and  that  tight  constraints  could 
have  undesirable  effects  on  the  health  care  system 
and  might  prove  to  be  politically  untenable.  Pos- 
sible consequences  might  include  reductions  in  pay- 
ments to  providers  and  less  access  to  appropriate 
services  for  some  consumers.  The  latter  might  take 
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|he  fonn  of  longer  waiting  times  for  nonemergency 
services-including  visits  to  physicians,  diagnostic 
tests,  and  elective  surgeries-and  reduced  access  to 
new  high-cost  medical  technologies  if  health  plans 
became  more  selective  about  the  technologies  they 
adopted.  As  a  corollary,  research  and  development 
in  medical  technology  might  slow,  and  its  focus 
might  shift 

At  a  general  level,  both  views  have  merits  and 
limitations.  Opportunities  undoubtedly  exist  for 
lowering  administrative  costs  and  reducing  inappro- 
priate use  of  services  in  the  health  care  system,  but 
trimming  unnecessary  spending  might  be  difficult 
without  increasing  spending  elsewhere.  For  ex- 
ample, although  the  proposal  would  streamline 
many  aspects  of  the  administration  of  health  ser- 
vices, it  also  contains  provisions  that  would  entail 
new  administrative  costs,  such  as  additional  report- 
ing requirements  for  health  plans.  Increasing  enroll- 
ment in  tightly  managed  health  care  plans-such  as 
group-  or  staff-model  health  maintenance  organizi<- 
tions-might  indeed  reduce  health  spending  initially 
but  might  have  bttle  effect  on  the  rate  of  growth  of 
spending  in  the  longer  run.  In  addition,  some  of  the 
methods  for  reducing  the  unnecessary  use  of  ser- 
vices-such as  promoting  effective  treatments 
through  the  use  of  guidelines  for  clinical  practice- 
could  also  result  in  increasing  the  appropriate  use  of 
services.  Although  the  effects  of  the  use  of  guide- 
lines on  health  s{>ending  arc  uncertain,  shifting 
health  care  resources  from  less  appropriate  to  more 
appropriate  uses  would  almost  certainly  improve  the 
overall  quality  of  health  care. 

Whether  adverse  consequences  would  result 
under  a  constrained  system  is  also  uncertain.  Lower 
payments  to  providers  and  longer  waiting  times  for 
some  services  would  not  necessarily  have  negative 
effects  on  health  outcomes,  although  providers  and 
some  consumers  would  probably  be  less  satisfied. 
Furthermore,  shifting  the  focus  of  research  on  medi- 
cal technology  could  yield  positive  benefits  if  manu- 
facturers concentrated  more  on  developing  lower- 
cost  substitutes  for  existing  technologies  and  took 
the  likely  effects  on  costs  into  account  when  plan- 
ning new  research  initiatives. 

Ultimately,  however,  the  effects  of  constraining 
the  rate  of  growth  of  premiums  would  probably  play 


out  more  at  the  alliance  than  the  national  level.  The 
new  system  could  encompass  perhaps  100  to  200 
different  regional  alliances  or  markets,  each  facing  a 
target  for  its  per  capita  premium.  The  restrictions 
on  premiums  might  be  more  constraining  in  some 
nuikets  than  in  others,  because  the  existing  degree 
of  competition  in  those  markets  and  the  extent  to 
which  health  plans  and  providers  have  already 
achieved  greater  efficiencies  vary  widely.  The 
limits,  therefore,  might  be  much  harder  to  meet  in 
some  areas  than  in  others.  Furthermore,  the  effects 
of  the  constraints  on  spending  in  any  particular 
market  would  depend  on  the  interrelated  behavioral 
responses  of  health  plans,  employers,  providers,  and 
consumers  in  that  market  to  the  new  incentives  in 
the  health  care  system. 

In  short,  the  full  effects  of  limiting  the  rate  of 
growth  of  premiumis  would  be  highly  uncertain.  In 
part,  that  uncertainty  would  arise  because  the  re- 
straint on  premium  growth  would  occur  in  a  restruc- 
tured health  care  system,  operating  under  new  in- 
centives and  with  insurers  and  health  plans  facing 
new  forms  of  restrictions  as  well  as  new  opportuni- 
ties. Uncertainty  would  also  stem  from  the  hetero- 
geneity of  the  regional  alliance  markets  and  the 
probable  variation  in  the  ways  their  health  care 
systems  would  adapt  to  restraints  on  spending. 

The  fact  that  limits  on  the  rate  of  growth  of 
premiums  might  begin  to  bite  at  different  times  and 
in  different  ways  in  each  of  the  various  alliances 
raises  the  issue  of  the  political  sustainability  of 
those  limits:  Would  the  public  and  policymakers 
view  them  as  an  acceptable  way  to  restrain  health 
care  spending?  The  situation  would  be  particularly 
difficult  because  of  the  wide  variation  that  currently 
exists  in  health  spending  across  the  country-at  least 
some  of  which  reflects  differences  in  patterns  of 
medical  practice  and  competitive  pressures  in  the 
marketplace. 

On  the  one  hand,  to  the  extent  that  historical 
spending  is  used  as  the  basis  for  determining  the 
initial  level  of  premiums  in  regional  alliances,  limits 
on  the  rate  of  growth  of  premiums  will  build  in  the 
inequalities  in  current  spending.  Some  analysts 
argue  that  such  an  approach  would  be  unfair  to 
regions  in  which  the  health  care  system  has  ah-eady 
become  "leaner"  and  more  efficient,  since  those 
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regions  would  have  a  harder  time  meeting  the 
growth  targets  (because  they  have  less  "fat"  to  trim). 
On  the  other  hand,  ignoring  historical  spending 
levels  and  instead  establishing  initial  premium  or 
spending  levels  accortiing  to  some  objective  criteria 
reflecting  need  and  differences  in  input  prices  could 
cause  major  disruptions  within  the  health  care  sys- 
tem in  some  regions  that  currently  have  high  rates 
of  use. 

The  Administration's  proposal  has  recognized 
both  aspects  of  the  problem.  The  National  Health 
Board  would  attempt  to  adjust  the  regional  alli- 
ances' targets  for  premiums  to  reflect  current  differ- 
ences in  health  spending  and  insurance  coverage. 
Although  this  approach  would  build  on  historical 
spending  patterns,  it  would  be  modified  by  includ- 
ing the  adjustment  for  insurance  coverage.  In  other 
words,  current  spending  patterns  would  be  adjusted 
to  account  for  low  spending  in  an  area  that  may 
reflect  the  population's  lack  of  insurance  coverage. 

The  per  capita  amounts  for  Medicaid,  as  weU  as 
states'  maintenance-of-effort  payments  for  current 
Medicaid  beneficiaries  who  would  no  longer  be 
eligible  for  the  program,  would  also  be  based  on 
historical  spending.  In  the  case  of  Medicaid,  histor- 
ical differences  in  per  capita  spending  among  re- 
gions may  reflect  differences  in  covered  benefits 
and  in  reimbursement  rates  for  providers,  as  well  as 
variations  in  access  to  and  use  of  services. 

Under  the  proposal,  the  board  would  be  re- 
quired, by  July  1995,  to  make  reconunendations  to 
the  Congress  on: 

o  Eliminating,  by  2002,  the  variation  in  regional 
alliances'  targets  for  per  capita  premiums  that 
resulted  from  variations  in  practice  patterns;  and 

0  Reducing,  by  2002,  the  variation  in  the  pay- 
ments that  states  would  make  for  beneficiaries 
receiving  cash  assistance  and  for  maintenance  of 
effort  that  resulted  from  differences  in  practice 
patterns,  historical  differences  in  the  rates  of 
reimbursement  to  providers,  and  the  amount, 
duration,  and  scope  of  benefits  covered  by  Med- 
icaid. 


The  Congress  would  be  required  to  conduct  an 
expedited  review  of  the  board's  recommendations, 
which  would  go  into  effect  unless  a  joint  resolution 
of  disapproval  was  passed  within  60  days.  The 
board's  recommendations  would  be  of  extreme 
interest  to  policymakers  because  they  might  have 
the  effect  of  raising  the  allowed  premium  levels  in 
some  areas  and  lowering  them  in  others.  The  board 
might  also  recommend  that  some  states  pay  more 
than  in  the  past  for  Medicaid  beneficiaries  and 
maintenance  of  effort  and  that  others  pay  less. 

CBO's  analysis  has  assumed  that  the  limits  on 
the  rate  of  growth  of  premiums  would  be  sustained 
even  though  they  are  likely  to  create  immense  pres- 
sure and  considerable  tension.  Such  strains,  how- 
ever, would  not  be  peculiar  to  the  Administration's 
approach.  Other  methods  of  restraining  the  rapid 
growth  of  health  care  spending  would  be  likely  to 
generate  similar  stresses. 


Conclusion 

Fundamental  reform  of  the  nation's  health  care 
system  will  inevitably  involve  many  uncertainties. 
New  institutions  will  be  required,  and  new  responsi- 
bilities will  be  imposed  on  existing  institutions. 
Their  abilities  to  perform  will  be  in  doubt.  The 
behavior  of  providers  and  consumers  will  change  as 
incentives  are  altered.  The  magnitude  and  even  the 
direction  of  these  changes  are  difficult  to  foresee. 

The  ramifications  and  consequences  of  even 
incremental  approaches  to  reform  are  not  easy  to 
predict  The  complexity  of  the  existing  system  and 
the  intense  interest  all  Americans  have  in  health 
care  issues  make  it  difficult  to  anticipate  the  out- 
come of  even  modest  changes  in  existing  programs. 
For  example,  most  policymakers  badly  misjudged 
the  political  response  to  the  Medicare  Catastrophic 
Care  Act,  and  analysts  seriously  underestimated  the 
fiscal  consequences  of  recent  changes  in  the  Medic- 
aid program. 
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CHAPTER  FIVE 


As  the  Congress  considers  the  Administration's 
proposal  and  Mher  alternatives  for  systemic  and 
incremental  refonn,  the  inherent  imcertainties  of 
change  must  be  weighed  against  the  detrimental 
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consequences  that  flow  from  the  ciinent  system- 
increasing  numbers  of  people  who  lack  the  security 
of  insurance  coverage  for  health  care  and  the 
rapidly  rising  costs  of  that  care. 
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Appendix 


Summaries  of  Recent  Health  Care 
Analyses  by  the  Congressional  Budget  Office 


The  Congressional  Budget  Office  (CBO) 
publications  listed  below  are  available  to 
Congressional  staif  and  the  general  public. 
To  obtain  copies,  call  CBO's  Publications  Office  at 
(202)  226-2809. 


Evaluating  the  Costs  of  Expanding  the  CHAMPUS 
Reform  Initiative  into  Washington  and  Oregon 
(CBO  Paper,  November  1993,  46  pp.) 

In  1988,  the  Department  of  Defense  (DoD)  began 
the  CHAMPUS  Reform  Initiative  (CRI)  as  a  test  of 
managed  care  in  the  military.  In  August  1993,  DoD 
proposed  extending  a  revised  version  of  CRI  to 
Washington  and  Oregon,  certifying  to  the  Congress 
that  CRI  would  be  the  most  efficient  method  of 
providing  health  care  to  the  two  states.  As  required 
by  law,  this  paper  reviews  DoD's  analysis.  CBO's 
findings  suggest  that  the  revised  CRI  benefit  is 
likely  to  cost  more  than  DoD  has  estimated. 


Behavioral  Assumptions  for  Estimating  the  Effects 
of  Health  Care  Proposals  (CBO  Memorandum, 
November  1993.  37  pp.) 

To  estimate  the  effects  of  proposals  to  change  the 
health  care  system,  CBO  must  make  assumptions 
about  the  behavioral  responses  that  might  occur  as  a 
result  of  new  policies.  This  memorandum  draws  on 
the  best  available  research  to  develop  a  set  of  guide- 
lines on  which  to  base  CBO's  estimates.  These 
guidelines  will  be  revised  as  new  evidence  appears. 


Projections  of  National  Health  Expenditures:  1993 
Update  (CBO  Memorandum,  October  1993,  22  pp.) 

This  memorandum  provides  projections  of  national 
health  expenditures  through  2003.  It  updates  the 
tables  and  figures  in  CBO's  study  Projections  of 
National  Health  Expenditures  (October  1992)  based 
on  the  methods  described  in  that  study  and  consis- 
tent with  CBO's  September  1993  economic  assump- 
tions and  baseline  budget  projections. 


Controlling  the  Rate  of  Growth  of  Private  Health 
Insurance  Premiums  (CBO  Memorandum,  Septem- 
ber 1993,  27  pp.) 

This  memorandum  analyzes  two  illustrative  policy 
options  that  are  intended  to  highlight  some  of  the 
key  issues  surrounding  the  regulation  of  health 
insurance  premiums.  The  first  option  is  a  "stand- 
alone" measure  to  limit  the  rate  of  increase  in  pri- 
vate health  insurance  premiums.  The  second  option 
incorporates  additional  policy  measures  that  could 
mitigate  some  of  the  potential  adverse  effects  of  a 
stand-alone  policy.  (The  two  options  are  not  based 
on  any  specific  legislative  proposal.) 


Estimates  of  Health  Care  Proposals  from  the  102nd 
Congress  (CBO  Pj^r.  July  1993.  57  pp.) 

The  103rd  Congress  will  be  considering  a  wide 
range  of  proposals  to  expand  access  to  health  care 
and  control  costs  while  maintaining  quality,  and 
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CBO  will  have  to  estimate  the  effects  of  these  pro- 
posals on  the  federal  budget.  This  paper  Ulustrates 
CBO's  approach  to  preparing  such  estimates  by 
examining  four  health  reform  bills  introduced  during 
the  102Dd  Congress:  H.R.  1300,  sponsored  by  Con- 
gressman Russo,  establishing  a  single-payer  system; 
H.R.  5502,  sponsored  by  Congressmen  Stark  and 
Gephardt,  expanding  Medicaid  and  Medicare  and 
setting  overall  limits  on  national  health  expendi- 
tures; H.R.  5919,  intrtxluced  by  the  House  Republi- 
can leadership,  embodying  much  of  President 
Bush's  health  reform  program;  and  H.R.  5936, 
introduced  by  Congressman  Cooper  and  other  mem- 
bers of  the  Conservative  Democratic  Forum,  estab- 
lishing regional  purchasing  cooperatives  for  health 
insurance  and  a  federal  program  to  subsidize  the 
purchase  of  private  insurance  by  low-income  people. 


Trends  in  Health  Spending:  An  Update  (CBO 
Study,  June  1993,  91  pp.) 

Since  the  early  1960s,  national  health  expenditures 
have  risen  rapidly  despite  many  attempts  to  control 
their  growth.  This  study  examines  trends  in  the 
market  for  health  services  since  1960  to  provide 
background  information  and  a  context  for  assessing 
proposals  to  change  the  U.S.  health  care  system. 
The  report  focuses  on  increases  in  the  costs  of  hos- 
pital services,  physician  services,  and  drugs  and 
other  medical  nondurable  items.  It  also  compares 
trends  in  health  spending  by  the  nation  with  trends 
in  Medicare  spending. 


Managed  Competition  and  Its  Potential  to  Reduce 
Health  Spending  (CBO  Study,  May  1993,  58  pp.) 


Responses  to  Uncompensated  Care  and  Public- 
Program  Controls  on  Spending:  Do  Hospitals  "Cost 
Stuff?  (CBO  Paper.  May  1993,  45  pp.) 

During  the  1980s,  the  revenues  that  hospitals  re- 
ceived for  treating  Medicare  and  Medicaid  patients 
declined,  on  average,  relative  to  what  it  cost  hospi- 
tals to  treat  those  patients.  CBO  looks  at  the  extent 
to  which  hospitals  were  able  to  cover  their  costs  of 
uncompensated  care  and  their  unreimbursed  costs  of 
treating  Medicare  and  Medicaid  patients  during  the 
1980s  with  subsidies  firom  state  and  local  govern- 
ments; sources  other  than  patient  care,  such  as  reve- 
nues from  hospitals'  parking  facilities  and  dona- 
tions; and  revenues  from  private  patients. 


Single-Payer  and  All-Payer  Health  Insurance  Sys- 
tems Using  Medicare 's  Payment  Rates  (CBO  Mem- 
orandum. April  1993,  60  pp.) 

The  United  States  is  a  leader  in  medical  research 
and  has  the  ability  to  deliver  health  care  of  the 
highest  quality,  but  critics  find  fault  with  two  as- 
pects of  the  system:  a  substantial  number  of  people 
lack  health  insurance  coverage,  and  health  care  costs 
are  high  compared  with  countries  where  coverage  is 
universal.  CBO  examines  two  approaches  by  which 
both  universal  health  insurance  coverage  and  greater 
control  over  health  care  costs  might  be  achieved. 
The  first  approach  is  a  single-payer  system  in  which 
all  covered  health  care  services  are  insured  and  paid 
for  by  a  single  insurer,  and  the  second  is  an  all- 
payer  system  in  which  services  are  covered  and  paid 
for  by  multiple  insurers  but  all  payers  adopt  the 
same  payment  methods  and  rates. 


This  study  looks  at  whether  managed  competition 
could  constrain  spending  on  health  care  by  motivat- 
ing consumers,  insurers,  and  providers  to  be  more 
cost-conscious.  The  report  identifies  eight  features 
that  are  critical  for  achieving  the  fiill  savings  that 
managed  competition  could  potentially  deliver, 
including  health  insurance  purchasing  cooperatives, 
caps  on  contributions  by  employers,  and  standard- 
ized benefits. 


Projections  of  National  Health  Expenditures  (CBO 
Study.  October  1992,  70  pp.) 

The  rapid  growth  of  spending  on  health  care  will 
not  decrease  in  the  1990s  unless  the  present  health 
care  financing  and  delivery  system  is  changed.  This 
CBO  study  reviews  the  growth  in  national  health 
spending  since  1965,  describes  CBO's  methodology 
for  projecting  national  health  expenditures,  and  ana- 


102 


SUMMARIES  OF  CBO'S  RECENT  HEALTH  CARE  ANALYSES  81 


lyzes  trends  in  spending  by  type  of  spending  and 
source  of  ftmds. 


Economic  Implications  of  Rising  Health  Care  Costs 
(CBO  Study.  October  1992.  70  pp.) 

This  study,  a  companion  to  the  one  above,  analyzes 
bow  rising  health  care  costs  significantly  affect  the 
economy  by  squeezing  household  and  government 
budgets,  distorting  the  labor  market,  and  diverting 
resources  from  other  priorities.  Because  the  current 
health  deUvery  system  lacks  a  mechanism  to  match 
benefits  with  costs,  spending  on  health  may  not 
reflect  the  preferences  of  either  consumers  or  soci- 
ety. Instead,  many  factors—detailed  in  this  study- 
seem  to  encourage  excessive  health  spending.  CBO 
finds  that  workers  have  borne  most  of  the  costs  of 
employer-provided  insurance  in  the  form  of  lower 
real  wages  and  reduced  nonmedical  benefits.  Over 
the  1973-1989  period,  these  health  costs  have  gob- 
bled up  more  than  half  of  the  real  gains  in  workers' 
compensation. 


7V  Effects  of  Managed  Care  on  Use  and  Costs  of 
Health  Services  (CBO  Memorandum,  June  1992,  32 
PP) 

This  memorandum  assesses  the  evidence  about  the 
effect  of  managed  care  organizations  and  interven- 
tions on  the  use  and  costs  of  health  services— both 
for  the  affected  populations  and  for  the  entire  health 
care  system— focusing  on  managed  care  for  acute 
care  services. 


Selected  Options  for  Expanding  Health  Insurance 
Coverage  (CBO  Study,  July  1991,  1(X)  pp.) 

About  one  in  seven  Americans  lacks  health  insur- 
ance. This  study  explores  three  options  to  expand 
health  insurance  coverage  for  the  uninsured:  man- 
dating job-based  coverage,  expanding  the  Medicaid 
program,  and  combining  the  two.  Each  of  these 
options  could  substantially  reduce  the  ranks  of  the 
uninsured  and  keep  most  existing  insurance  arrange- 
ments intact,  the  study  finds,  but  spending  on  health 
care  could  rise  considerably. 


The  Potential  Impact  of  Certain  Forms  of  Managed 
Care  on  Health  Care  Expenditures  (CBO  Memoran- 
dum, August  1992,  31  pp.) 

This  memorandum  looks  at  what  might  happen  to 
national  health  expenditures  and  to  spending  under 
Medicare,  Medicaid,  and  private  health  insurance  if 
all  acute  care  services  now  funded  through  insur- 
ance arrangements  were  provided  through  delivery 
systems  incorporating  two  specific  forms  of  man- 
aged care.  One  is  staff-model  and  group-model 
health  maintenance  organizations.  The  other  is 
"effective"  forms  of  utilization  review,  which  CBO 
interprets  to  mean  utilization  review  that  incorpo- 
rates precerlification  and  concurrent  review  of  inpa- 
tient care. 


Rising  Health  Care  Costs:  Causes,  Implications, 
and  Strategies  (CBO  Study,  April  1991,  110  pp.) 

This  study  describes  the  economic  factors  that  con- 
tribute to  the  growth  in  health  spending  and  exam- 
ines what  is  known  about  the  effectiveness  of  differ- 
ent strategies  for  achieving  greater  control  over 
costs.  The  five  strategies  examined  by  the  study  are 
cost  sharing  by  consumers;  managed  care  that  limits 
the  freedom  of  health  care  providers  and  consumers; 
price  controls;  efforts  to  increase  competition  among 
insurers  and  providers;  and  regulation  of  the  market 
for  health  services,  including  controls  on  capital  and 
uniform  payment  systems  that  encompass  all  payers. 


The  Potential  of  Direct  Expenditure  Limits  to  Con- 
trol Health  Care  Spending  (CBO  Memorandum, 
July  1992,  17  pp.) 

This  memorandum  describes  various  approaches  to 
using  expenditure  limits  to  control  health  spending 
and  identifies  some  of  the  operational  issues  that 
would  be  involved. 


Updated  Estimates  of  Medicare 's  Catastrophic  Drug 
Insurance  Program  (CBO  Study,  October  1989,  73 
PP) 

This  study  estimates  the  cost  to  Medicare  of  cover- 
ing outpatient  prescription  drugs  as  required  by  the 
Medicare  Catastrophic  Coverage  Act  of  1988.  The 
methodology  described  in  this  repwrt  remains  appli- 
cable to  estimates  of  proposals  to  provide  a  pre- 
scription drug  benefit  under  Medicare. 
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Chairman  Rostenkowski.  Thank  you,  Bob. 

I  think  there  are  difficult  decisions  that  will  have  to  be  made  in 
the  confines  of  this  room  and  certainly  in  the  committee  rooms  of 
other  committees,  but  your  statement  underscores  what  has  cer- 
tainly been  evidenced  by  the  membership.  In  government,  I  don't 
think  that  anybody  exceeds  you  in  commitment  and  in  devotion  to 
the  job.  My  congratulations  to  you.  Bob. 

I  am  sure  that  your  analysis  will  please  almost  no  one.  I,  for  one, 
would  like  to  say  that  your  statement  will  be  very  helpful  to  us  in 
the  weeks  ahead.  You  have  clearly  set  forth  the  costs  as  well  as  the 
benefits  of  the  President's  approach.  That,  Bob,  is  what  we  need 
and  what  we  have  always  needed  in  order  to  enact  a  bill. 

We  certainly  have  our  work  cut  out  for  us.  I  have  been  saying 
for  months  that  there  will  have  to  be  some  modifications  in  the 
President's  program.  Your  analysis  gives  us  the  starting  point  from 
which  we  can  work. 

We  could  not  proceed  without  the  tremendous  effort  of  you  and 
your  staff  and  on  behalf  of  the  committee,  I  thank  you. 

I  would  like  to  explore  further  some  specific  areas  which  might 
help  us  frame  modifications  to  the  President's  bill.  According  to 
your  statement,  the  dollars  associated  with  providing  health  care 
coverage  should  be  included  in  the  Federal  budget.  Is  this  simply 
a  fact  of  any  universal  mandate  which  requires  the  purchase  of 
health  insurance?  That  is,  would  any  proposal  that  includes  either 
an  individual  or  employer  mandate  end  up  being  scored  onbudget? 

Are  there  specific  modifications  that  could  be  made  in  the  struc- 
ture of  the  mandate  that  would  change  whether  these  costs  had  to 
be  considered  part  of  the  budget? 

For  example,  would  a  mandate  which  did  not  include  payments 
to  regional  health  alliances  or  premium  caps  on  the  payments  be 
considered  in  the  same  way? 

Mr.  Reischauer.  Mr.  Chairman,  I  have  learned  one  thing  over 
the  last  3  months  and  that  is,  don't  answer  a  question  like  that  un- 
less you  have  legislative  language  in  your  hand.  We  will  be  glad 
to  work  with  this  committee  as  you  fashion  alternatives.  It  is  a 
judgment  call  on  whether  sometning  should  be  included  in  the 
budget  or  not  included  in  the  budget. 

We  are  on  a  continuum  that  runs  from  purely  private  activity 
through  private  activity  that  is  regulated  and  controlled  to  a  cer- 
tain degree  by  government  but  essentially  is  still  private,  through 
State  and  local  cooperative  efforts  with  the  Federal  Government, 
and  on  to  purely  Federal  activity.  One  has  to  see  the  entire  scope 
of  the  legislation  to  know  where  to  place  it  on  that  continuum. 

Chairman  Rostenkowski.  But  in  your  opening  statement.  Bob, 
didn't  you  suggest  that  is  a  decision  that  has  to  be  made  here,  that 
will  have  to  be  made  by  the  membership  of  the  Congress? 

Mr.  Reischauer.  Yes,  it  will,  and  as  I  said,  it  turns  on  words. 
It  turns  on  relationships  between  one  section  and  another  section 
of  the  bill.  It  turns  on  whether  the  collection  of  premiums  involves 
an  exercise  of  sovereign  power  and  many  other  things,  and  so  it  is 
really  an  impossible  question  to  answer  in  the  abstract. 

Chairman  Rostenkowski.  Mr.  Reischauer,  your  analysis  sug- 
gests that  the  basic  premium  that  would  be  charged  under  the 
Clinton  plan  is  higher  than  has  been  suggested  by  the  administra- 
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tion.  What  really  are  the  key  assumptions  that  led  to  the  higher 
estimate  of  the  premium? 

How  do  these  assumptions  differ  from  those  used  by  the  adminis- 
tration? 

Mr.  Reischauer.  Well,  I  would  start  by  saying  that  our  numbers 
are  very  close  to  those  of  Lewin-VHI,  and  considerably  below  those 
that  Hewitt  came  out  with,  and  I  believe  about  where  Wyatt  is 
with  its  latest  estimate.  So  there  is  a  range  here.  There  is  a  degree 
of  uncertainty. 

Our  baseline  for  private  health  insurance  premiums  is  higher 
than  the  administration's,  so  that  started  us  off  a  little  bit  higher. 
We  assumed  or  estimated  that  more  of  national  health  expendi- 
tures would  be  funded  by  the  alliances  than  the  administration  did, 
and  we  concluded  that  the  benefit  package  that  is  provided  in  the 
administration's  plan  is  a  tad  more  generous  than  the  average  ben- 
efit package  now  received  by  working  Americans,  and  that  bumped 
us  up  another  5  percent.  So  it  was  a  combination  of  factors  that 
led  us  to  estimate  that  premiums  would  probably  be  about  15  per- 
cent higher  than  the  administration  had  suggested.  And  I  would 
point  out  to  this  committee,  of  course,  that  the  subsidy  estimates 
we  provide  are  very,  very  sensitive  to  how  high  the  premiums  are. 

Chairman  RosTENKOWSKi.  Thank  you.  Bob. 

Mr,  Archer  will  inquire. 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 

Bob,  you  have  verbalized  this  but  I  just  want  to  quickly  read  this 
from  vour  summary,  that  the  administration's  proposal  would  es- 
tablisn  both  a  Federal  entitlement  to  health  benefits  and  a  system 
of  mandatory  payments  to  finance  those  benefits  that  represents  an 
exercise  of  sovereign  power,  and  then  you  further  say,  alliances  will 
operate  primarily  as  agents  of  the  Federal  Government.  Can  you 
tell  us  the  relative  size  of  this  new  entitlement  program  compared 
to  Social  Security  in  magnitude  of  dollars? 

Mr.  Reischauer.  Well,  the  alliance  numbers  are  provided  in  the 
last  table  I  referenced  in  my  remarks. 

Mr.  Archer.  As  to  the  amount  that  will  be  carried  on  the  Fed- 
eral budget  in  the  same  form  as  you  say  is  Social  Security,  how  will 
the  two  compare  in  magnitude  of  aggregate  dollars? 

Mr.  Reischauer.  They  are  compared  on  page  50  of  our  report. 
As  you  can  see.  Social  Security  outlays  in  the  year  2004  are  pro- 
jected to  be  $412  billion  and  the  health  alliance  outlays  are  pro- 
jected to  be  $513  billion. 

Mr.  Archer.  So  this  new  entitlement  program  will  be,  roughly, 
then,  25  percent  larger  than  Social  Security  in  that  year,  if  I  un- 
derstand those  figures  correctly? 

Mr.  Reischauer.  Yes,  but  it  would  be  covering,  remember,  not 
just  the  elderly  population — who  in  fact  would  largely  be  out  of  this 
because  they  would  be  in  Medicare — but  the  entire  nonelderly  pop- 
ulation. 

Mr.  Archer.  I  understand.  I  was  just  trying  to  get  a  dimension 
of  comparison  of  the  size  of  an  entitlement  program  that  we  are 
talking  about  here. 

Mr.  Reischauer.  There  is  no  question  that  it  is  very  big.  That 
is  one  of  the  reasons  we  suggested  that  it  would  be  appropriate  to 
have  it  in  a  category  all  by  itself 
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Mr.  Archer.  I  wanted  to  know  this  because  the  President  has 
just  announced  his  commission  to  try  to  figure  out  a  way  to  cut  en- 
titlement spending  as  one  of  the  major  factors  that  is  driving  the 
deficits,  and  we  are  getting  ready  to  consider  a  new  entitlement 
program  here  that  is  going  to  be  massive. 

I  would  like  to  ask  you  just  very  quickly  if  I  could,  you  talked 
about  the  Ways  and  Means  retreat  and  we  have  had,  I  think,  at 
least  two  on  health  care  where  we  have  attempted  to  dig  in  to  the 
health  care  problems  and  we  have  always  found  it  to  be  very  vex- 
ing and  daunting  to  figure  out  how  are  we  going  to  cut  Medicare 
outlays  without  cutting  quality  and  availability.  We  have  pursued 
a  number  of  different  approaches  and  those  are  in  place  in  the  cur- 
rent law  today  which  establishes  your  baseline  from  which  you  op- 
erate. 

Considering  that  a  new  program  that  supposedly  provides  uni- 
versal coverage  will  affect  human  behavior  to  a  great  extent  in  that 
there  will  most  certainly  be  additional  utilization  of  services,  I  am 
really  a  little  surprised  that  you  find  that  as  many  cuts  can  be 
made  in  addition  to  what  has  already  been  accomplished  in  Medi- 
care, which  if  I  total  the  figures  right  over  a  5-year  period  is  over 
$100  billion  compared  to  your  baseline. 

Mr.  Reischauer.  We  did  not  discuss  in  our  report,  nor  do  we 
know,  the  consequences  of  the  fiscal  restraint  that  will  be  imposed 
by  this  system  or  any  other  system,  but  I  would  make  two  points 
at  this  time.  One  is  that  the  alliances  in  and  of  themselves  should 
not  affect  the  deficit  because  what  they  will  do  is  take  in  premiums 
from  employers  and  families  and  subsidies  from  the  Federal  Gov- 
ernment and  then  pay  out  the  exact  same  amount  of  money  to 
health  plans,  so  as  that  table  shows,  their  revenues  and  outflows 
balance. 

The  second  point  I  would  make  is  that  we  have  made  some  rath- 
er significant  reductions  in  Medicare  spending  over  the  last  5  to  7 
years,  and  some  significant  ones  are  proposed  as  an  element  of  the 
President's  plan.  It  has  been  very  hard  to  reduce  Medicare  spend- 
ing when  the  rest  of  the  system  is  unconstrained.  You  run  into 
problems  of  quality  differentials  and  access  differentials  because 
doctors  and  providers  have  other  alternatives. 

If  the  entire  system  is  brought  under  some  kind  of  restraint,  and 
I  am  not  arguing  that  it  should  be  or  it  shouldn't  be,  but  if  it  is, 
then  it  makes  the  adverse  consequences  of  reducing  Medicare  much 
less  likely. 

Mr.  Archer.  Well,  it  is  interesting  when  you  talk  about  the  alli- 
ances, as  I  understand  the  Clinton  proposal,  there  are  supposed  to 
be  subsidies  that  are  given  to  businesses  in  certain  circumstances 
where  they  will  not  have  to  pay  the  full  cost  of  the  medical  care 
through  the  alliance.  That  has  got  to  be  sent  back  to  them  from  the 
Federal  Government;  does  it  not? 

Mr.  Reischauer.  That  is,  and  when  I  spoke  about  the  impact  on 
the  Federal  deficit,  I  was  talking  about  the  net  impact  of  those  sub- 
sidies going  to  the  alliances  for  families  and  employers  versus  the 
increased  resources  that  the  Federal  Government  would  have  from 
savings  in  Medicare,  higher  receipts  from  taxes  on  tobacco,  and 
various  other  changes. 


106 

Mr.  Archer.  I  understand.  That  is  why  I  asked  you  about  the 
savings — proposed  savings  from  Medicare  that  will  be  an  essential 
tool  if  the  deficit  is  not  to  be  widened  and  expanded. 

Mr.  Reischauer.  Yes,  our  estimate 

Mr.  Archer.  And  I  am  just  curious  as  to  how  certain  those  sav- 
ings are  going  to  be,  considering  how  much  we  have  already  tried 
to  do  without  reducing  quality  or  availability,  and  now  your  projec- 
tions are  that  there  will  be  over  $100  billion  of  additional  savings 
from  the  baseline  over  and  above  the  current  law  that  can't  be  im- 
plemented without  changing  quality  or  availability,  and  I  find  that 
very  hard  to  believe. 

Mr.  Reischauer.  As  I  said,  we  don't  discuss  that  in  a  definitive 
way  in  our  report  because  we  simply  don't  know  the  answer.  We 
discuss  the  fact  that  when  spending  on  health  care  is  restrained, 
the  restraint  has  to  be  reflected  somewhere.  It  can  be  reflected,  as 
certain  people  would  like,  in  reduced  administrative  costs  and  in 
reduced  resources  devoted  to  inappropriate  procedures,  or  it  could 
come,  as  you  suggest,  out  of  the  quality  and  the  quantity  of  needed 
services. 

Mr.  Archer.  So  you  are  not  certain  that  these  proposed  reduc- 
tions in  Medicare  outlays  will  not  come  without  reducing  quality  or 
availability  of  services? 

Mr.  Reischauer.  No,  but  I  am  not  sure  of  the  opposite  either, 

Mr.  Archer.  I  understand  but  you  don't  propose  to  make  that 
judgment  in  your  figures. 

Mr.  Reischauer.  No,  we  do  not. 

Chairman  Rostenkowski.  Mr.  Gibbons  will  inquire. 

Mr.  Gibbons.  Dr.  Reischauer,  I  am  happy  with  your  decision,  I 
think  that  you  made  the  right  decision  by  including  this  as  an 
onbudget  item.  I  cannot  for  the  life  of  me  tell  the  difference  be- 
tween a  tax  and  a  mandate  that  requires  someone  to  pay  money, 
and  I  think  you  have  probably  given  us  a  tool  by  which  we  can 
more  accurately  estimate  the  cost  of  these  different  proposals  that 
are  floating  around  Congress,  as  well  as  contrast  the  benefits  of 
them. 

Now,  you  have  scored  the  President's  program.  You  have  scored 
Mr.  McDermott's  single-payer  program.  Last  year,  you  scored  Mr. 
Cooper's  program.  Which  one  is  the  best  buy?  Which  one — wait  1 
minute.  I  got  the  time.  Just  1  minute. 

Which  one  is  the  best  buy?  That  is  what  Americans  want  to 
know. 

Which  one  offers  for  the  same  amount  of  money  universal  cov- 
erage? 

I  think  we  have  all  sort  of  agreed  that  that  is  a  fundamental 
point  that  we  must  have  here,  universal  coverage,  and  which  one 
gives  you  the  best  benefits  for  the  least  amount  of  cost;  McDermott, 
Cooper  or  the  President? 

Mr.  Reischauer.  That  is  a  value  judgment  that  you  are  paid  to 
make. 

Mr.  Gibbons.  I  realize  that.  I  realize  that.  I  want  to  get  as  much 
help  as  possible. 

Mr.  Reischauer.  No.  It  would  be  inappropriate  for  me  to  enter 
into  that  discussion. 
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Mr.  Gibbons.  Well,  we  hear  a  lot  of  talk  about  cost  and  about 
mandates  and  about  entitlements  and  all  of  that.  The  cost  in  this 
is  not  only  taxes  but  the  cost  is  the  out-of-pocket  expense  that  all 
the  people  have  to  pay.  Is  there  any  great  difference  in  the  actual 
total  cost  to  people  of  the  McDennott  program,  the  President's  pro- 
gram or  the  Cooper  program? 

Mr.  Reischauer.  We  have  not  estimated  the  McDermott  pro- 
gram in  the  same  detail  or  for  the  same  number  of  years  that  we 
have  estimated  the  President's  program  for.  I  suggested  to  you  that 
the  President's  program  would  lower  national  health  expenditures 
in  the  aggregate  by  about  7  percent  from  where  we  expect  them  to 
be  if  the  current  system  runs  on 

Mr.  Gibbons.  So  7  percent  better  as  far  as  cost  is  concerned  than 
the  existing  condition?  I  am  sorry.  I  realize  you  were  talking  to 
your  assistant  there. 

The  President's  program  as  you  analyzed  it  is  7  percent  better 
as  far  as  cost  than  the  existing  system  that  we  are  now  following? 

Mr.  Reischauer.  That  is  correct. 

Mr.  Gibbons.  Is  that  correct? 

Mr.  Reischauer.  That  is  correct,  in  the  long  run.  If  we  are  talk- 
ing about  the  year  2004,  it  would  be  a  different  number. 

Mr.  Gibbons.  I  will  wait  for  you  to  finish  turning  pages  there. 

Mr.  Reischauer.  Judging  from  the  analysis  that  we  gave  to  Mr. 
McDermott  several  months  ago,  it  looks  like  a  tie  between  the 
President's  and  Mr.  McDermott's  proposal.  For  the  year  2003,  the 
President's  proposal  would  reduce  national  health  expenditures  by 
$110  billion  and  the  McDermott  proposal  would  reduce  it  by  $114 
billion. 

Mr.  Gibbons.  And  could  you  recall  the  Cooper  figures  of  last 
year? 

Mr.  Reischauer.  They  were  done  using  a  different  baseline,  so 
they  would  not  be  truly  comparable,  but  we  have  on  our  agenda  an 
analysis  of  the  new  version  of  the  Cooper  proposal. 

Mr.  Gibbons.  All  right,  fine. 

Mr.  Reischauer.  And  we  should  have  that  for  the  committee  in 
a  number  of  weeks. 

Mr.  Gibbons.  Thank  you  very  much. 

Chairman  Rostenkowski.  Mr.  Pickle  will  inquire. 

Mr.  Pickle.  Thank  you,  Mr.  Chairman. 

Dr.  Reischauer,  I  want  to  be  a  little  bit  more  specific  on  one  as- 
pect of  the  premiums  paid  to  these  alliances.  On  page  192  of  the 
budget,  the  administration  makes  this  statement,  "Information  on 
premium  payments  will  be  reported  much  the  same  way  the  budget 
reports  financial  information  on  government-sponsored  enterprises 
[GSEs].  Alliances,  like  GSEs  are  subject  to  Federal  oversight  but 
otherwise  operate  independently  of  the  Federal  Government.  Since 
the  alliances  are  not  Federal  entities,  premiums  paid  to  the  alli- 
ance are  not  government  receipts  and  expenses  of  alliances  are  not 
Federal  expenditures." 

Now,  as  you  know,  many  members  of  this  committee  have  been 
very  strongly  against  the  proliferation  of  these  GSEs,  and  I  want 
to  be  sure  that  we  understand  each  other.  The  Congressional  Budg- 
et Office  in  April  1991  released  an  extensive  report  on  controlling 
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the  risk  of  government-sponsored  enterprises,  and  you  testified  to 
our  committee  to  that. 

My  concern  is  that,  if  we  are  creating  a  new  set  of  GSEs,  we 
would  be  exposing  the  Federal  Government  to  massive  uncontrolled 
potential  liabilities.  So  my  question  to  you  is,  does  the  CBO  con- 
sider these  health  care  alliances  to  be  analogous  to  GSEs? 

Mr.  Reischauer.  No,  we  don't.  Our  conclusion  was  that  these 
were  governmental  activities,  not  predominantly  private  activities, 
so  they  should  be  part  of  the  consolidated  accounts  of  the  Federal 
Government,  where  you  would  have  the  proper  amount  of  control 
over  them. 

Mr.  Pickle.  Yes.  Now  in  your  other  report  about  GSEs,  you  ex- 
plained it  this  way.  You  said — ^you  defined  a  GSE  as  a  privately 
owned,  federally  chartered  financial  institution  that  has  nationwide 
operations  and  specialized  lending  powers  and  that  benefit  from  an 
implicit  Federal  guarantee  that  enhances  its  ability.  So  I  have 
three  questions. 

One,  are  the  proposed  health  care  alliances  expected  to  be  pri- 
vately owned? 

Mr.  Reischauer.  In  our  judgment,  no. 

Mr.  Pickle.  All  right.  Are  the  alliances  to  be  financial  institu- 
tions that  are  expected  to  borrow  or  to  lend  on  a  nationwide  basis? 

Mr.  Reischauer.  Well,  the  alliances  would  have  the  ability  to 
borrow  both  from  the  Department  of  Health  and  Human  Services 
[HHS]  and  from  private  markets  for  cash  flow  purposes,  but  not  in 
the  same  sense  as  GSEs,  which  are  borrowing  to 

Mr.  Pickle.  I  recognize  that.  All  right,  are  the  alliances  expected 
to  engage  in  voluntary  transactions  with  those  who  seek  to  benefit 
from  services  the  alliance  provides  based  on  its  Federal  charter? 

Mr.  Reischauer.  It  was  our  judgment  that  the  answer  to  that 
question  was  no. 

Mr.  Pickle.  All  right. 

Are  there  any  current  GSEs  authorized  to  collect  compulsory  as- 
sessments from  the  public? 

Mr.  Reischauer.  No. 

Mr.  Pickle.  All  right. 

Now,  it  seems  to  me  like  these  alliances  aren't  similar  to  any  ex- 
isting GSEs.  Do  you  agree  with  that  generally? 

Mr.  Reischauer.  I  do  not  believe  that  the  alliances  bear  a  resem- 
blance to  existing  GSEs. 

Mr.  Pickle.  Do  you  say  that  then  these  alliances  should  be 
onbudget? 

Mr.  Reischauer.  Yes,  we  do.  They  should  be  part  of  the  consoli- 
dated fiscal  accounts  of  the  Federal  Government. 

Mr.  Pickle.  Well 

Mr.  Reischauer.  We  have  this  terrible  semantic  problem  be- 
cause we  have  something  we  call  the  budget,  which  is  usually  a 
large  book,  and  within  that  budget  there  are  offbudget  items  like 
Social  Security  and  the  Postal  Service.  What  we  believe  is  that  the 
alliances  should  be  considered  analogous  to  Social  Security  or  the 
Postal  Service. 

Mr.  Pickle.  Would  we  be  protected  if  these  alliances  just  make 
their  report  to  the  government  but  are  not  considered  to  be  any 
more  of  a  responsibility  than  that? 
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Mr.  Reischauer.  I  am  not  sure  that  the  alliances  pose  a  large 
risk  of  the  form  that  you  are  suggesting  because  our  judgment  is 
that  they  are  rather  tightly  controlled  in  the  range  of  activities 
they  can  engage  in  by  fundamental  Federal  law  and  by  the  Depart- 
ments of  HHS  and  Labor. 

Mr.  Pickle.  Well,  I  will  simply  conclude  by  saying  that  if  these 
alliances  are  going  to  be  considered  a  GSE  and  some  undefined  and 
weakly  controlled  responsibility  of  the  Federal  Government,  I  think 
you  will  find  a  lot  of  opposition  on  this  committee. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Thomas. 

Mr.  Thomas.  Thank  you,  Mr.  Chairman. 

Dr.  Reischauer,  nice  to  have  you  in  front  of  us  again. 

I  guess  my  analogy  would  be  a  beam  of  light.  Your  job  is  to  illu- 
minate, to  shine  lignt  and  let  us  see  what  is  there.  Unfortunately, 
some  folks  hope  that  that  light  would  alter  what  was  there  or  want 
to  hold  you  responsible  for  what  the  light  shows  is  there,  and  your 
job  is  to  illuminate,  and  I  know  there  was  enormous  pressure  on 
you  to  do  what  you  did  and  I  am  very  proud  of  you  and  your  orga- 
nization. 

A  quote  from  the  White  House  following  Mr.  Pickle's  comment. 
This  is  from  Jeff  Eller.  He  says:  "Since  the  alliances  are  not  Fed- 
eral entities,  premiums  paid  to  the  alliances  are  not  government 
receipts  and  expenditures  by  the  alliances  are  not  Federal  expendi- 
tures." 

Your  answer  to  that  once  again  is  that,  with  all  due  respect,  you 
believe  they  are  wrong  in  their  analysis  and  that  page  47  will  suf- 
fice, for  a  quote  out  of  your  document,  "On  balance,  the  new  pro- 
gram seems  to  represent  an  activity  of  the  federal  government  that 
relies  on  the  exercise  of  sovereign  power.  The  universality  of  the 
entitlement,  the  mandatory  nature  of  the  premiums,  and  the  major 
financial  participation  of  the  U.S.  Treasury  outweigh  other  consid- 
erations. Although  the  States  and  the  alliances  would  have  impor- 
tant roles  and  responsibilities,  they  would  be  acting  largely  as 
agents  of  the  federal  government." 

That  is  your  answer.  And  we  are  going  to  hear  the  administra- 
tion attempt  to  fudge  this,  to  fuzz  it,  and  to  argue,  but  you  are 
going  to  stick  by  this  statement? 

Mr.  Reischauer.  We  spent  several  months  arriving  at  this  state- 
ment, and  I  assure  you,  we  are  not  going  to  change.  But  once 
again,  let  me  emphasize  that  our  role  in  this  is  advisory.  The  com- 
mittees on  the  budget  have  the  jurisdiction  over  this  matter  when 
pieces  of  legislation  are  considered  on  the  floor  and,  ultimately, 
0MB  makes  the  call  unless  the  legislation  includes  in  it  specific  in- 
structions with  respect  to  budgetary  treatment. 

Mr.  Thomas.  Dr.  Reischauer,  I  expect  you  to  stay  with  that  posi- 
tion. We  are  going  to  have  to  remind  some  folks  of  what  they  said. 
I  will  refer  to  a  joint  session  of  Congress,  February  17,  1993,  when 
the  President  said:  "I  will  point  out  that  the  Congressional  Budget 
Office  was  normally  more  conservative  about  what  was  going  to 
happen  and  closer  to  right  than  previous  Presidents  have  been. 

I  think  that  statement  stands  today  and  probably  will  stand  to- 
morrow as  well.  You  have  got  a  $130  billion  swing  between  the  ad- 
ministration's statement  of  what  is  going  to  happen  to  the  deficit 
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and  what  you  say  is  going  to  happen  to  the  deficit  over  that  5-year 
window. 

Now,  when  you  go  through  all  the  numbers,  my  understanding 
is  that  basically  virtually  the  entire  difference  of  about  $74  billion 
is  because  of  the  subsidy  aspect;  is  that  right? 

I  mean,  the  numbers  vary  as  they  go  down,  but  the  clear  dif- 
ference is  that  the  entitlement  is  an  entitlement  and  the  so-called 
caps  that  are  in  place  to  restrain  it  can't  because  an  entitlement 
is  an  entitlement  and  you  are  going  to  have  to  pay  for  it;  is  that 
right? 

Mr.  Reischauer.  I  am  not  sure  where  in  that  statement  was  the 
question,  but 

Mr.  Thomas.  The  question  is,  are  entitlements  entitlements  and 
you  are  going  to  have  to  pay  for  them.  How  is  that? 

Mr.  Reischauer.  I  believe  entitlements  are  entitlements. 

Mr.  Thomas.  And  you  are  going  to  have  to  pay  for  them?  And 
you  are  going  to  have  to  pay  for  them? 

Mr.  Reischauer.  That  is  the  nature  of  an  entitlement.  It  is  an 
obligation  and  liability  of  the  Federal  Government. 

Mr.  Thomas.  It  is  about  a  $73  billion  obligation  under  your  esti- 
mation? 

Mr.  Reischauer.  Once  again,  you  are  summing  numbers  across 
a  number  of  years.  I  would  go  back  to  one  of  my  introductory  cau- 
tions, which  suggests  that  these  numbers  and  the  difference  be- 
tween the  administration  and  CBO  are  relatively  small  potatoes  in 
the  great  scheme  of  things.  When  we  look  at  them  relative  to 

Mr.  Thomas.  They  are,  doctor,  and 

Mr.  Reischauer,  And  with  the  uncertainty  that  surrounds  these 
types  of  estimates. 

Mr.  Thomas.  Of  course,  they  are.  But  we  also  have  to  take  a 
grain  of  salt  on  page  188  of  the  budget  when  the  President  has  a 
category  of  $41  billion  between  the  year  1995,  2000,  financing  the 
Health  Security  Act,  called  cushion,  and  he  has  a  cushion  built  in 
based  upon  the  deficit  savings  from  his  package. 

Your  analysis  of  that  package  eliminates  the  cushion.  It  may  be 
small  in  the  scheme  of  a  $1.5  plus  trillion  budget  but  that  $41  bil- 
lion cushion  is  significant  to  them.  I  think  the  point  needs  to  be 
made  that  your  analysis  takes  away  the  cushion;  right? 

It  is  the  hardwooa  slats  of  a  futon.  There  is  no  cushion;  is  that 
correct? 

Mr.  Reischauer.  You  are  on  the  floor  in  our  estimate. 

Mr.  Thomas.  Thank  you  very  much,  Bob. 

Chairman  Rostenkowski.  Mr.  Stark. 

Mr.  Stark.  Thank  you,  Mr.  Chairman,  and  thank  you,  Bob,  for 
your  testimony  today. 

The  President  has  indicated  his  desire  to  provide  coverage  and 
to  finance  the  costs  and  I  think  we  support  those  goals  on  this  com- 
mittee. I  made  no  secret  of  the  fact  that  I  have  been  skeptical 
about  some  of  the  assumptions  underlying  the  administration's  es- 
timates, and  I  appreciate  your  review  and  your  analysis  of  the 
costs  because  whatever  we  ao,  we  have  to  do  it  in  a  fiscally  respon- 
sible manner  and  the  issue  is  not  whether  it  is  fully  financed  as 
introduced  but  rather  how  Congress  needs  to  refine  the  bill  to  ac- 
complish these  goals,  and  I  appreciate  finally  having  numbers  that 
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we  can  work  with.  We  have  been  waiting  for  a  year,  because  with- 
out your  input  to  this,  it  is  difficult  for  us  to  proceed  to  work  to 
finalize  a  bill. 

The  President's  plan  would  increase  the  number  of  Medicare 
beneficiaries  that  would  receive  their  primary  coverage  through 
private  health  plans.  Did  you  make  any  assumptions  about  how 
many  Medicare  beneficiaries  would  have  to  receive  their  coverage 
through  alliance  plans  and  how  much  this  would  cost  the  Medicare 
Trust  Fund? 

Mr.  Reischauer.  Yes,  we  did;  in  the  year  1998,  the  answer  is 
about  2.4  million. 

Mr.  Stark.  People? 

Mr.  Reischauer.  People,  Medicare  beneficiaries. 

Mr.  Stark.  About  $8,  $10  million. 

Mr.  Reischauer.  And  this  would  reduce  Medicare  outlays  by 
about  $7  billion  in  1998. 

Mr.  Stark.  The  President's  plan  would  offer  coverage  and  sub- 
stantial Federal  subsidies  to  early  retirees  with  the  government 
picking  up  80  percent.  Do  you  know  what  the  estimated  cost  of  that 
benefit  would  be? 

How  do  you  estimate  that? 

Mr.  Reischauer.  That  is  a  very  complex  estimating  problem  be- 
cause, of  course,  many  of  these  early  retirees  would  also  get  the 
standard  subsidies,  by  reason  of  relatively  low  incomes  or  because 
their  incomes  would  be  such  that  even  the  self-employed  ones  who 
would  be  responsible  for  the  employer's  share  might  get  an  em- 
ployer subsidy.  But  over  and  above  that,  the  added  subsidy  would 
be  about  $19  billion  over  the  1996  to  2004  period. 

Mr.  Stark.  Over  and  above  the  President's  estimate? 

Mr.  Reischauer.  Over  and  above  the  standard  subsidies  that 
these  individuals  would  be  eligible  for. 

Mr.  Stark.  OK  And  in  the  entitlement  cap  that  you  were  dis- 
cussing, the  administration  felt  they  had  a  15  percent  cushion,  so 
they  felt  that  it  would  never  have  to  be  triggered,  and  I  assume 
that  you  feel  it  would  be  triggered. 

Did  you  want  to  give  us  a  figure  as  to  how  much  we  would  need 
after  the  trigger  hits  to  honor  our  entitlement  obligations? 

Mr.  Reischauer.  Well,  the  administration's  proposal  has  a  cap 
on  the  amount  of  money  that  the  Federal  Government  would  pay 
in  the  form  of  subsidies  to  the  alliances,  and  the  proposal  basically 
says  that  if  this  cap  looks  like  it  is  going  to  be  breached,  then  the 
Secretary  of  HHS  notifies  the  President  and  the  President  notifies 
the  Congress  and  suggests  that  the  Congress,  in  an  expedited  way, 
take  some  sort  of  action. 

We  have  concluded — and  I  hasten  to  say  that  this  is  an  issue 
that  would  have  to  be  decided  by  the  courts,  not  by  the  Congres- 
sional Budget  Office — that  the  mechanism  for  limiting  the  Federal 
Government's  liability  for  subsidies  would  not  be  effective  because 
the  proposal  has  nothing  in  it  that  reduces  the  underlying  obliga- 
tion of  the  Federal  Government  to  provide  subsidies  to  firms  and 
individuals.  It  is  an  entitlement,  and  by  our  estimates,  spending 
would  be  under  the  administration's  cap  in  1996,  but  from  1997  on 
spending  would  exceed  the  cap  in  every  year  by  growing  amounts. 

Mr.  Stark.  What  is  the  aggregate  over  the 
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Mr.  Reischauer.  The  cumulative  total  to  2004  is  $284  billion,  I 
believe. 

Mr.  Stark.  Thank  you. 

Chairman  Rostenkowski.  Mr.  Matsui  will  inquire. 

Mr.  Matsui.  Thank  you,  Mr.  Chairman. 

I  want  to  thank  you.  Director  Reischauer,  for  your  testimony 
today. 

You  spoke  about  the  LBJ  Library  and  the  Ways  and  Means  re- 
treat. Also  that  evening  we  heard  from  Walter  Cronkite's  daughter. 
He  was  not  able  to  make  it  because  he  was  snowed  in  in  Washing- 
ton and  she  gave  his  speech.  And  I  recall  that  he  did  mention 
health  care  and  he  talked  about  political  courage  as  well,  so  it  was 
quite  an  evening. 

Contrary  to  what  some  of  my  colleagues  said  on  the  other  side 
of  the  aisle,  I  don't  think  that  this  report  and  your  testimony  is 
necessarily  negative  to  the  President.  In  fact,  I  think  the  President 
should  be  very  pleased  at  the  conclusions,  the  three  conclusions 
that  you  reached  in  this  report  and  in  your  testimony,  particularly 
the  third  and  last  area  you  spoke  about  in  terms  of  whether  or  not 
the  revenues  to  the  alliance  should  be  on-  or  oflfbudget. 

You  basically  have  said,  just  as  we  have,  over  the  last  14  years 
since  I  have  been  on  this  committee,  that  whether  or  not  we  should 
include  Social  Security  as  part  of  the  unified  budget  or  keep  it 
offbudget  to  protect  recipients  is  essentially  a  decision  for  us. 

There  is  a  lot  of  ambiguity,  and  there  is  very  little  precedent  in 
which  to  make  a  judgment,  but  your  judgment  was  the  one  you 
made,  and  frankly,  it  is  entirely  reasonable.  I  think  we,  as 
decisionmakers,  would  want,  as  you  suggest,  I  think  it  was  on  page 
50,  a  separate  line  just  to  make  sure  that  the  amounts  of  revenues 
and  the  amount  of  expenditures  are  equal  and  that  the  alliances 
or  whatever  we  come  up  with  does,  in  fact,  save  revenues. 

But  I  think  where  the  President  and  where  those  who  support 
the  President's  program  should  be  very  pleased  about  is  the  chart 
on  page  26  that  you  referred  to.  In  the  first  5  years  from  1996  to 
the  year  2000,  there  is  a  $46  billion  revenue  loss  over  that  5-year 
period  off  the  baseline. 

Not  on  the  budget,  but  just  off  the  baseline  under  current  law 
as  opposed  to  the  President's  package,  $30  million  of  which  is  made 
up  in  the  year  2000.  But  what  is  really  astonishing,  and  I  think 
this  is  where  the  focal  point  should  be  for  those  of  us  that  want 
to  reform  the  health  care  system,  that  from  the  year  2001  to  2004, 
if  you  add  all  the  savings  from  the  baseline  together,  it  comes  to 
a  net  of  $323  billion  that  will  be  saved  to  the  health  care  system 
if,  in  fact,  we  move  over  to  the  President's  proposal  as  opposed  to 
keeping  the  same  proposal. 

Some  $323  billion,  and  that  would  include  universal  coverage  for 
all  Americans,  and  even  though  you  didn't  state  what  the  impact 
would  be  in  the  year  2005,  from  what  I  surmise  is  that  there  will 
be  considerable  savings  in  those  outyears,  given  the  fact  that  in  the 
year  2004  alone,  just  in  1  year,  there  is  $150  billion  savings  off  the 
baselines.  And  so  I  would  have  to  say  that  this  is  very  good  news 
for  the  administration  and  very  good  news  for  the  prospects  of  mov- 
ing forward  on  health  care  reform. 
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I  would  just  like  to  ask  you  one  question,  if  I  may,  and  then  con- 
clude. In  terms  of  the  issue  of  the  onbudget,  oflfbudget  matter  itself, 
you  indicate  there  is  very  little  precedent,  and  I  haven't  had  time 
to  read  through  the  report  completely,  and  your  testimony  was 
conclusionary  rather  than  specific,  if,  in  fact,  we  decided  to  keep  it 
offbudget  but  still  had  an  accounting,  I  think  we  need  an  account- 
ing in  any  event,  would  there  be  changes  that  you  would  rec- 
ommend in  order  to  make  sure  that  we  didn't  set  an  erroneous 
precedent? 

Would  you  make  some  recommendations  or  would  you  be  able  to 
come  back  to  us  and  make  recommendations  without  violating  the 
President's  overall  proposal?  Because  I  think  this  is  a  minor  issue. 
I  don't  think  this  is  going  to  make  or  break  health  care  reform. 

There  are  37  million  Americans  out  there  that  don't  have  it.  We 
are  talking  about  14  percent  of  the  Federal  budget.  If  somebody 
gets  hung  up  on  this  issue,  I  am  afraid  that  the  public  would  be 
right  about  the  notion  of  gridlock.  But  would  you  be  able  to  come 
back  and  make  suggestions  to  us  without  violating  the  President's 
budget  as  to  how  we  can  make  sure  that  we  don't  set  a  precedent 
that  would — we  would  regret  in  the  future? 

Mr.  Reischauer.  Yes,  I  would.  I  think  the  view  that  we  express 
in  this  document  is  motivated  precisely  by  that  desire,  which  is  to 
treat  this  in  a  way  that  does  not  set  a  precedent  that  will  lead  to 
unraveling  of  the  fiscal  accounts  of  the  Federal  Government.  I 
think  we  have  done  that,  and  we  will  continue  to  discuss  the  issue 
with  the  committee. 

Mr.  Matsui.  Thank  you. 

Chairman  Rostenkowski.  Mr.  Sundquist  will  inquire. 

Mr.  Sundquist.  Thank  you,  Mr.  Chairman. 

Bob,  a  quick  question  on  the  revenue  side  on  page  29.  I  notice 
that  the  increase  in  excise  tax  on  tobacco  remains  fairly  constant 
during  the  period  analyzed — about  $10  or  $11  billion.  Given  the 
fact  tnat  this  sometimes  includes  a  13,000  percent  increase  on 
some  tobacco  and  major  increases  on  all  tobacco,  isn't  it  a  little 
foolish  to  think  that  the  revenue  is  going  to  stay  up  there? 

Mr.  Reischauer.  These  were  estimates  made  by  the  Joint  Com- 
mittee on  Taxation,  and  I  think  they  are,  on  the  whole,  perfectly 
reasonable.  They  take  into  account  the  fact  that  when  the  price  in- 
creases, the  consumption  of  a  product  will  decrease.  They  also  take 
into  account  the  fact  that  for  products  like  tobacco,  much  of  the  de- 
crease that  one  gets  in  consumption  is  associated  with  an  age  co- 
hort effect — in  other  words,  fewer  young  people  begin  to  smoke. 
That  impact  builds  over  time,  and  I  believe  they  have  in  their  esti- 
mates a  continual  decline  in  overall  consumption. 

I  believe  the  revenues  that  the  Joint  Committee  has  estimated 
for  the  tobacco  tax  are,  in  fact,  below  those  of  the  administration. 

Mr.  Sundquist.  I  don't  want  to  dwell  on  it.  I  want  to  make  a 
point,  when  you  go  from  11  to  10,  that  is  not  that  much  of  a  de- 
crease over  that  many  years,  and  I  think  it  is  inaccurate. 

Next  question  involves  the  States  and  what  their  part  would  be 
in  this  program,  on  page  17.  What  responsibility  does  the  Federal 
Government  bear  for  paying  benefits  or  raising  revenue  to  make 
sure  benefits  are  paid,  and  do  the  States  have  unlimited  liability 
for  administrative  errors? 
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Mr.  Reischauer.  In  this  system,  if  the  alliances  come  up  short 
for  various  reasons,  they  can  borrow  or  receive  money  from  the 
States,  or  in  certain  instances  from  the  Federal  Government,  but 
in  the  end  premiums  are  increased  on  employers  and  employees  in 
the  alliance  area  to  make  up  for  those  past  errors.  So  this  is  in  a 
sense  a  self-correcting  system,  and  I  think  crafted  quite  carefully 
and  quite  responsibly  in  that  respect. 

Mr.  SUNDQUIST.  Under  this  bill,  if  a  health  alliance  fails  and 
State  funds  were  insufficient,  what  is  the  responsibility  of  the  Fed- 
eral Government? 

Mr.  Reischauer.  If  that  occurs  or  if  the  State  refuses  to  estab- 
lish alliances,  the  Secretary  of  HHS  steps  in  and  performs  the  roles 
that  the  State  would  be  required  to  perform. 

Mr.  SUNDQUIST.  Bob,  do  you  have  any  numbers  off  the  top  of 
your  head  of  the  increase  in  the  per  capita  growth  cost  in  the  Clin- 
ton proposal?  What  are  they  projecting  holding  the  cost  to  in  terms 
of  per  capita  over  this  period  of  time? 

Mr.  Reischauer.  I  don't  have  those  at  the  tip  of  my  fingers. 

Mr.  SUNDQUIST.  Do  you  know  what  the  history  has  been  over  the 
last  decade? 

Mr.  Reischauer.  What  they  are  doing  is  hoping  to  slow  down 
radically  the  rate  of  growth  of  the  average  premium, 

Mr.  SUNDQUIST.  To  what  percentage,  any  idea? 

Mr.  Reischauer.  It  comes  down  to  the  Consumer  Price  Index  in 
the  final  year,  and  then  in  the  year  2000  and  beyond  the  Congress 
is  asked  to  establish  rates  of  growth.  If  the  Congress  doesn't  act, 
there  is  a  default  mechanism,  which  is  roughly  a  combination  of 
real  per  capita  growth  and  prices,  but  far  below  the  rate  of  growth 
that  we  have  experienced  in  recent  years. 

Mr.  SUNDQUIST.  I  would  like  to  know  if  you  could  give  this  to  me, 
what  the  rate  of  growth  for  recent  years  has  been. 

Mr.  Reischauer.  I  would  be  glad  to  supply  it  for  the  record. 

Mr.  SUNDQUIST.  What  has  that  been  for  the  Canadian  health 
plan  and  what  is  the  goal  of  the  Clinton  proposal  over  what  period 
of  time?  I  have  heard  it  is  between  1  and  2  percent  per  capita 
growth.  I  don't  know  if  that  is  true  or  not,  but  whatever  that  is, 
if  you  could  get  me  those  numbers,  I  would  appreciate  it. 

Thank  you,  Mr.  Chairman. 

[The  following  was  subsequently  received:] 

National  health  spending  per  capita  in  the  United  States  grew  at  an  average  in- 
flation-adjusted rate  of  4.5  percent  a  year  over  the  1980-91  period.  (This  growth 
rate  was  computed  using  a  variant  of  the  consumer  price  index  for  all  urban  con- 
sumers, the  CPI-U-Xl,  to  measure  the  effects  of  general  inflation.)  In  the  absence 
of  significant  changes  in  government  policies,  trends  in  the  private  health  insurance 
market,  or  the  current  practice  patterns  of  providers,  national  health  expenditures 
per  capita  are  projected  to  grow  at  an  average  inflation-adjusted  rate  of  4.4  percent 
a  year  during  the  1994-2004  period.  Under  the  administration's  proposal,  tne  cor- 
responding rate  of  growth  over  the  same  10-year  period  would  be  an  estimated  3.7 
percent. 

The  administration's  proposal,  however,  would  not  limit  total  national  health  ex- 
penditures per  capita,  but  rather  would  limit  growth  in  premiums  for  the  standard 
benefit  package  and  growth  in  Medicaid  spending  per  capita  for  the  standard  bene- 
fits. In  particular,  the  proposal  would  constrain  the  growth  of  the  national  per  cap- 
ita premium  for  the  standard  benefit  package  to  annual  rates  of  increase  specified 
in  the  bill.  From  1996  through  2000,  each  year's  inflation  factor  would  be  calculated 
as  the  increase  in  the  CPI  plus  a  certain  amount — 1.5  percentage  points  in  1996, 
1.0  percentage  point  in  1997,  0.5  percentage  point  in  1998,  and  zero  in  1999  and 
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2000.  After  the  year  2000,  the  Congress  would  be  required  to  determine  the  growth 
factor.  If  it  failed  to  do  so,  a  default  factor  would  be  set  at  the  percentage  growth 
in  the  CPI-U  combined  with  the  percentage  increase  in  real  gross  domestic  product 
(GDP)  per  capita.  An  additional  adjustment  would  be  made  in  2001  to  account  for 
the  planned  increase  in  the  actuarial  value  of  the  benefit  package  for  that  year  and 
beyond. 

Over  the  1980s,  national  health  expenditures  per  capita  in  Canada  rose  at  an  av- 
erage inflation-adjusted  rate  of  3.1  percent  a  year  using  the  Canadian  CPI,  but  it 
is  important  to  be  cautious  when  comparing  international  data  that  have  been  ad- 
justed for  inflation.  For  example,  using  the  Canadian  GDP  implicit  deflator  instead 
of  the  consumer  price  index  yields  a  rate  of  growth  about  1  percentage  point  higher 
(4.2  percent)  between  1980  and  1991.  In  contrast,  the  corresponding  annual  average 
growth  rate  of  per  capita  health  spending  for  the  United  States,  using  the  U.S.  GDP 
implicit  deflator,  remains  basically  the  same  as  when  the  CPI  is  used,  at  4.6  percent 
over  the  1980-91  period. 

Chairman  Rostenkowski.  Mrs.  Kennelly. 

Mrs.  Kennelly.  Thank  you,  Mr.  Chairman. 

Thank  you,  doctor. 

On  page  45,  you  say  that  the  CHnton  administration's  proposal 
created  an  entitlement  for  health  care  benefits.  In  the  next  sen- 
tence you  go  on  to  sav  that  the  system  of  mandatory  payments  will 
be  set  up  to  finance  these  benefits. 

Then  you  go  on  to  say  that  the  agent  for  collecting  these  benefits 
would  be  alliances,  regional  and  corporate,  and  then  you  say,  there- 
fore, the  CBO  believes  that  the  financial  transactions  of  the  health 
alliance  should  be  included  in  the  Federal  Government's  accounts. 

You  have  some  key  words  in  those  three  sentences  that  I  read, 
that  I  mentioned.  One  was  "entitlement,"  the  other  was  "mandate" 
and  the  third  was  "alliance." 

Mr.  Reischauer,  if  we  changed  and  didn't  have  mandates  or  if  it 
wasn't  considered  an  entitlement  and  we  did  away  with  alliances, 
would  your  conclusion  about  where  this  should  be  scored  be  any 
different? 

Mr.  Reischauer.  Well,  once  again,  I  would  have  to  see  the  legis- 
lative language.  If  you  are  guaranteeing  all  people  in  America  a  set 
of  benefits  that  cannot  be  taken  away  from  them,  whether  or  not 
the  premiums  are  paid  on  their  behalf,  whether  or  not  the  plan 
that  thev  belong  to  goes  bankrupt,  whether  or  not  the  State  they 
live  in  fiilfills  its  obligations  to  set  up  alliances  and  other  struc- 
tures, then  the  Federal  Government  is,  in  fact,  ultimately  respon- 
sible for  providing  this  set  of  benefits. 

You  ask.  What  if  we  took  away  the  notion  of  a  mandatory  pay- 
ment? Of  course,  one  big  element  in  our  decision  was  the  belief 
that  the  sovereign  power  of  the  Federal  Government  was  being 
used  to  finance  these  health  payments,  and  if  they  became  vol- 
untary transactions  and  there  was  no  entitlement — in  other  words, 
Americans  were  not  guaranteed  this — it  would  represent  a  major 
change  in  the  structure  of  the  proposal  that  the  President  has  put 
forward. 

Mrs.  Kennelly.  So  the  operative  words  are  "entitlement"  and 
"voluntary"? 

Mr.  Reischauer.  Plus,  there  are  1,000  other  pages  dealing  with 
how  plans  operate,  how  alliances  operate,  the  regulatory  nature  of 
the  new  system,  and  those  are  also  important. 

Mrs.  Kennelly.  Thank  you,  doctor. 

Doctor,  you  and  I  met  before  concerning  maintenance  of  effort  by 
States  concerning  Medicaid.  You  said  you  were  going  to  get  further 
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information  as  you  studied  the  entire  Clinton  plan.  Have  you  come 
up  with  any  new  conclusions  about  maintenance  of  effort  for 
States? 

Did  you  fmd  winners  or  losers  or  did  you  find  an  across-the- 
board  parity? 

Mr.  Reischauer.  I  don't  know  the  answer  to  that  question  right 
now,  but  I  will  look  into  it  and  provide  you  with  an  answer  for  the 
record. 

[The  following  was  subsequently  received:] 

Although  the  Congressional  Budget  OfTice  lacks  the  resources  to  examine  the  cir- 
cumstances of  individual  States,  the  Urban  Institute  recently  released  a  report, 
"The  Fiscal  Impact  of  the  Clinton  Health  Reform  Proposal  on  States,"  that  does  so. 
This  report  examines  the  distribution  of  various  subsidies  that  would  occur  under 
the  administration's  proposal,  as  well  as  the  impact  of  the  proposed  changes  in  Med- 
icaid. The  27  States  examined  in  the  report  were  chosen  to  be  representative  of  the 
country  as  a  whole;  although  they  do  not  include  Connecticut,  tne  general  conclu- 
sions may  be  helpful.  For  example,  all  but  two  of  the  States  would  receive  more  in 
Federal  payments  for  personal  health  services  under  the  proposal  than  they  do 
under  current  law.  Thus,  even  though  States  with  more  generous  Medicaid  pro- 
grams would  have  to  make  higher  maintenance-of-effort  payments,  some  of  them 
would  see  their  spending  fall  under  the  proposal,  as  shown  in  table  6a  from  the 
Urban  Institute  report.  The  authors  point  out,  however,  that  net  gains  would  be 
lower  in  States  that  had  used  provider  taxes  and  donations  to  finance  large  pay- 
ments to  "disproportionate  share"  hospitals. 


117 


^  — 

1^! 


mi  I  - 


•»  S   S   c   "  2 

81 i  ill 


11 


HI 


e  3| 


gasg^gjegje 


gifgjS^Sggg 


gg^^$??SS$° 


S  J   S   £ 


«   1 
II. 


79-746  O  -  94  -  5 


118 

Mrs.  Kennelly.  Thank  you,  doctor. 

Then  I  still  have  more  time. 

Over  the  years,  I  have  been  very  interested  in  long-term  care  and 
I  have  put  in  bills  of  my  own  to  encourage  long-term  care  insurance 
to  protect  yourself  against  convalescent  care  and  having  to  become 
impoverished.  In  your  study  of  the  Clinton  plan,  did  you  come  to 
any  conclusions  about  the  tax  incentives  that  the  President  pro- 
posed in  his  long-term  care  plan  in  regard  to  current  law? 

Mr.  Reischauer.  Well,  there  is  a  tax  incentive  to  purchasers  of 
long-term  care,  and  there  is  built  into  our  estimate  an  assumption 
of  how  much  long-term  care  insurance  would  be  bought  and  would 
receive  this  tax  subsidy,  in  effect.  I  will  be  glad  to  provide  it  for 
you.  I  don't  have  that  with  me  right  now. 

[The  following  was  subsequently  received:] 

For  its  estimate  of  the  revenue  effects  of  the  administration's  proposal,  the  Joint 
Committee  on  Taxation  assumed  that  $131  billion  would  be  spent  in  the  year  2000 
to  purchase  long-term  care  insurance.  Only  a  small  proportion  of  this  amount  would 
qualify  for  the  medical  expense  deduction,  however. 

Mrs.  Kennelly.  Thank  you  very  much,  doctor. 

Thank  you  for  your  time. 

Chairman  ROSTENKOWSKL  Mr.  Levin. 

Mr.  Levin.  Thank  you,  Mr.  Chairman. 

Welcome.  Back  in  the  district  where  I  come  from,  what  I  hear 
most  are  questions  about  costs,  coverage,  quality  and  choice.  People 
want  lower  costs  or  at  least  a  lower  inflation  in  health  care  costs 
and  more  coverage.  So  let  me  just  ask  you  to  give  an  answer  to  the 
people  I  represent  and  to  do  so  without  a  lot  of  Washingtonese. 

In  terms  of  lower  costs,  I  read  your  statement  as  concluding, 
when  you  look  at  this  over  10  years,  that  costs  would  be  lower  than 
if  we  retained  the  status  quo.  Is  that  correct? 

Mr.  Reischauer.  That  is  correct. 

Mr.  Levin.  So  it  would  lead  to  lower  costs? 

Mr.  Reischauer.  Yes. 

Mr.  Levin.  Now  coverage.  Is  your  assumption  that  it  would  lead 
to  more  coverage? 

Mr,  Reischauer.  Yes.  I  think  virtually  all  people  living  within 
the  United  States  would  be  covered  by  a  standard  package  of 
health  care  benefits. 

Mr.  Levin.  All  right.  So  lower  costs  and  more  coverage. 

Now,  as  to  quality,  I  don't  know  that  you  reflect  on  that. 

Mr.  Reischauer.  We  do  not  reflect  on  that. 

Mr.  Levin.  And  choice? 

Mr.  Reischauer.  My  judgment  is  that  the  average  American 
would  have  more  choice  of  plans  under  the  President's  proposal 
than  that  person  has  today. 

Mr.  Levin.  So  lower  costs,  more  coverage,  more  choice  and  on 
quality,  the  report  is  silent. 

Mr.  Reischauer.  Correct. 

Mr.  Levin.  Let  me  ask  you  a  word  then  about  cost.  As  I  add  it 
up  roughly,  when  you  look  at  the  10-year  period,  you  come  out 
about  $125  billion  greater  than  the  President  estimated. 

Mr.  Reischauer.  With  respect  to  budgetary  costs? 

Mr.  Levin.  Right. 

Mr.  Reischauer.  Yes. 
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Mr.  Levin.  And  I  kind  of  roughly  estimated  what  those  amounts 
would  be  over  10  years,  and  I  think  the  difference  between  you  and 
the  President  comes  out  at  something  like  2  or  3  percent. 

Mr.  Reischauer.  The  President  hasn't  provided  numbers  past 
the  year  2000,  so  we  were  unable  to  make  comparisons  of  that  sort. 

Mr.  Levin.  Do  you  have  any  guess  what  the  differential  is 
though?  Are  we  talking  about  a  large  difference  between  you  and 
the  President  or  not? 

Mr.  Reischauer.  I  have  no  way  of  knowing  what  the  administra- 
tion would  estimate  for  the  period  beyond  the  year  2000.  As  I  said 
in  my  opening  remarks,  a  lot  goes  on  after  the  year  2000,  because 
new  benefits  come  in,  and  there  are  changes  in  tax  treatment  of 
employer  payments,  and  so  on. 

Mr.  Levin.  But  the  first  5  years,  what  is  the  order  of  magnitude 
of  the  difference  between  you  and  the  President,  just  roughly?  Are 
we  talking  about  a  5  or  10  percent  differential  in  terms  of  overall 
costs  or  smaller  than  that? 

Mr.  Reischauer.  I  think  on  overall  cost,  meaning  if  we  are 

Mr.  Levin.  Health  care  expenditures. 

Mr.  Reischauer.  All  of  Medicare,  Medicaid,  and  all  of  that,  we 
are  well  below  that,  I  would  think. 

Mr.  Levin.  Well  below  5  percent? 

Mr.  Reischauer.  Yes. 

Mr.  Levin.  Let  me  then  ask  you  this  question.  If  that  differential 
isn't  very  great  and  you  project  10  years  and  there  are  stories  that 
these  programs  are  always  underestimated,  why  should  we  trust 
your  figures?  Are  you  quite  confident? 

Mr.  Reischauer.  I  spent  the  first  5  minutes  here  saying  that 
this  was  our  best  shot.  This  is  as  good  a  job  as  we  can  do,  but  there 
is  a  great  deal  of  uncertainty  that  surrounds  our  numbers  and 
every  other  set  of  numbers  relating  to  this  plan  or  to  any  of  the 
other  systemic  reform  initiatives  that  are  before  you, 

Mr.  Levin.  Are  you  quite  sure  you  are  within  the  ball  park? 

Mr.  Reischauer.  We  are  within  the  town  the  ball  park  is  in,  I 
am  sure  of  that. 

Mr.  Levin.  All  right. 

Thank  you. 

Chairman  Rostenkowski.  Mrs.  Johnson. 

Mrs.  Johnson.  Thank  you.  Dr.  Reischauer,  I  appreciate  your  last 
question  that  you  are  in  the  town  where  the  ball  park  is,  because 
from  page  70  on,  you  raise  a  lot  of  very  good  questions  about 
whether  the  plan  as  presented  can  work,  and  all  of  your  estimates 
on  lower  costs  are  based  on  the  assumption  that  not  only  will  it 
work  but  it  will  work  precisely  like  the  President  has  proposed. 

I  would  like  to  ask  you  two  questions  that  are  directly  relevant 
to  my  part  of  the  country.  In  looking  over  those  latter  pages  of  your 
report,  it  appears  to  me  that  this  plan  will  have  a  regionally  dis- 
parate impact. 

You  mention  that  those  areas  that  have  more  efficient  health 
providers  will  be  disadvantaged.  Those  areas  of  the  country  that 
have  less  efficient  health  providers  will  be  advantaged.  Those  areas 
where  the  majority  of  the  population  is  covered  and  the  States 
have  been  generous  in  providing  Medicaid  coverage  will  be  dis- 
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advantaged  relative  to  those  areas  of  the  Nation  where  there  is  low 
Medicaid  coverage  and  low  private  sector  coverage. 

In  other  words,  you  lay  out  in  the  latter  part  of  your  report  what 
appears  to  me  very  significant  regional  shifts.  There  is  going  to  be 
a  national  pie.  Those  areas  of  the  country  that  are  already  high 
spending  are  going  to  shift  money  to  those  areas  of  the  country 
that  are  low  spending.  Am  I  misreading  your  report? 

Mr.  Reischauer.  You  are  overreading  it.  If  the  report  is  still  the 
way  it  was  when  I  left  in  the  wee  hours  last  night,  there  are  a  lot 
of  "coulds"  in  there  and  not  a  lot  of  "woulds."  The  issues  that  you 
are  talking  about  are  certainly  a  possibility,  but  remember  that  the 
National  Health  Board  is  supposed  to  come  up  with  a  mechanism 
for  adjusting  the  year-by-year  increases  in  premiums  in  each  alli- 
ance area  to  take  account  of  the  fact  that  certain  areas  have  al- 
ready gone  through  a  belt-tightening  effort  or  have  relatively  low 
payments  for  Medicaid.  If  that  were  done  perfectly,  your  criticisms 
would  be  taken  care  of 

We  are  suggesting  that  it  would  be  extremely  difficult,  given  the 
state  of  knowledge  right  now,  to  do  it  perfectly. 

Mrs.  Johnson.  Right,  but  the  alliances  only  do  that  within  a 
State  region.  The  national  board  has  to  do  that  within  the  Nation. 
But  given  the  state  of  knowledge  and  the  ability  we  have  to  under- 
stand those  things,  the  likelihood  that  they  could  do  it  perfectly  is 
practically  zero,  if  you  read — but  I  would  like  to — just  to  show  that 
I  am  not  overreading  it  too  much. 

You  say  the  restrictions  on  premiums  might  be  more  constrain- 
ing in  some  markets  than  in  others.  Then  you  go  on  to  say  that 
providers  have  already  achieved  greater  efficiency,  very  widely.  I 
am  skipping  part  of  that  sentence  and  I  realize  in  doing  so  it 
doesn't  make  as  good  sense,  but  I  am  very  concerned,  and  I  wish 
you  would  report  to  this  Committee  on  what  will  be  the  regional 
consequences  and  the  regional  shifts  in  wealth  of  the  global  budget 
and  the  allocation  by  States  that  will  be  done  by  the  national 
board,  and  from  high-cost,  high-wage  areas.  Because  in  the  small 
business  sector,  it  is  very  clear  that  in  Connecticut,  practically  no 
small  businesses  will  qualify  for  the  3.5  percent  premium  subsidy 
because  we  don't  have  an  average  wage  in  a  company  of  $12,000 
except  very,  very  few  companies. 

So  because  we  are  a  high-wage,  high-cost  area,  we  won't  get  that 
Federal  largesse,  but  we  will  help  to  pay  it  to  other  parts  of  the 
country.  So  I  would  like  you  to  get  back  to  us  on  that  regional  shift 
issue. 

There  is  another  issue 

[The  information  requested  was  not  received  at  the  time  of  print- 
ing:] 

Mr.  Reischauer.  Let  me  just  say  that  it  is  extremely  hard  for 
us  to  get  back  to  you  on  something  that  depends  on  a  set  of  num- 
bers that  the  National  Health  Board  would  issue,  because  there  is 
no  National  Health  Board  to  issue  them. 

Mrs.  Johnson.  But  some  of  it  is  projectable.  For  instance,  look- 
ing at  the  average  wage  in  small  businesses  in  high-cost  areas  and 
average  wages  in  Arkansas,  you  can  get  a  pretty  good  idea  of  how 
many  businesses  in  Arkansas  will  be  eligible  for  a  subsidy  and  how 
many  in  Connecticut  will  be  eligible,  and  you  can  begin  to  look  at 
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what  are  going  to  be  the  necessary  shifts  of  wealth  regionally,  and 
I  think  we  are  going  to  need  that  information,  but  because 

Mr.  Reischauer.  We  can  do  something  about  the  distribution  of 
average-wage  payrolls,  but  one  also  has  to  know  what  the  weighted 
average  premium  for  the  alliance  area  will  be,  and  that  will  be 
something  that  is  determined  by  the  National  Health  Board. 

Mrs.  Johnson.  If  nobody  can  have  a  $12,000  average  wage,  then 
the  average-weighted  average  premium  isn't  going  to  matter  a  lot 
because  you  are  not  going  to  be  eligible. 

Mr.  Reischauer.  We  also  suggest  in  this  report,  in  the  chapter 
on  economic  effects,  that  while  your  State  may  not  have  many 
firms  with  low  average  wages  now,  there  could  over  time  be  an  evo- 
lution toward  that  as  firms  spin  off  their  low-wage  workers  into 
specialized  firms  that  can  maximize  the  potential  for  receiving  the 
subsidy. 

Mrs.  Johnson.  I  am  glad  to  see  you  know  that,  Dr.  Reischauer, 
because  I  think  there  has  been  too  little  attention  paid  to  the  re- 
structuring that  this  bill  is  going  to  cause,  just  as  some  of  the  laws 
that  we  have  created  have  encouraged  mergers  and  leveraged 
buyouts,  but  in  Connecticut  that  would  still  not  result  in  average 
wages  below  $12,000  so  you  still  wouldn't  be  eligible. 

I  have  one  other  question,  but  I  hope  we  will  have  another 
round. 

Thank  you. 

Chairman  Rostenkowski.  Mr.  Cardin  will  inquire. 

Mr.  Cardin.  Thank  you,  Mr.  Chairman.  First  I  want  to  thank 
you  for  the  postscript  to  your  testimony  and  your  caveat  to  this 
committee  as  to  how  your  testimony  should  be  used  in  order  to  fur- 
ther the  debate  on  health  care  reform. 

I  share  your  concern  that  many  may  be  characterizing  your  testi- 
mony in  different  ways  in  order  to  make  a  point  rather  than  to  fur- 
ther the  debate. 

I  think  it  is  important  to  point  out  that  the  President's  model 
and  your  analysis  of  the  President's  model  points  out,  using  your 
words,  that  the  financial  projections,  that  there  are  modest  dif- 
ferences, using  your  word,  and  as  I  think  most  members  of  this 
committee  would  agree,  as  the  chairman  has  stated,  there  are 
going  to  be  modifications  made,  and  we  could  reconcile  those  dif- 
ferences with  relatively  minor  changes  in  either  the  benefit  pack- 
age or  the  subsidies  or  some  of  the  other  provisions  in  order  to 
bring  it  pretty  much  in  line  with  your  projections  over  this  5-year 
window  or  the  10-year  projection. 

It  wouldn't  take  much  of  a  modification  to  the  President's  pack- 
age; would  it?  As  far  as  the  benefit  package  or  subsidies,  we  could 
make  those  types  of  adjustments  and  come  within  the  dollar 
amounts. 

Mr.  Reischauer.  There  are  various  parts  of  the  President's  pack- 
age that  could  be  phased  in  at  a  slower  rate  or  at  a  later  date,  and 
it  wouldn't  be  hard  to  move  around  $20  billion  a  year  here  or  there. 

Mr.  Cardin.  If  I  understand  your  analysis,  the  deficit  on  the 
long-term  basis  would  be  reduced  if  we  were  to  enact  the  Presi- 
dent's model  of  health  care  reform. 

Mr.  Reischauer.  If  the  Congress  adheres  to  the  restraint  that  is 
built  into  this  package.  But  let  me  warn  you  that  that  will  create 
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pressures  on  you,  and  I  think  Mrs,  Johnson  is  already  expressing 
some  of  those  pressures  right  now. 

Mr.  Cardin.  Clearly.  Obviously,  we  can't  speak  for  what  the  fu- 
ture Congresses  would  do  if  the  other  overall  health  care  expendi- 
tures would  fall  below  baseline  under  this  projection,  just  so  I  un- 
derstand the  basic  premises. 

Mr.  Reischauer.  That  is  true,  and  the  ball  on  which  everybody's 
eyes  should  be  kept  is  not  necessarily  the  mix  between  public  and 
private  health  spending,  but  what  is  happening  to  overall  national 
health  expenditures. 

Mr.  Cardin.  And  that  is  an  extremely  important  point.  I  appre- 
ciate you  underscoring  it.  Let  me  get  to  this  issue  just  briefly  about 
whether  we  list  it  as  part  of  the  budget  or  not,  and  first  of  all,  if 
it  is  included  in  the  consolidated  budget,  it  doesn't  change  the  obli- 
gations of  the  Federal  Government  to  make  payments  whether  we 
list  it  or  don't  list  it;  isn't  that  correct? 

Mr.  Reischauer.  Yes,  that  is  correct. 

Mr.  Cardin.  And  it  wouldn't  change  the  Federal  deficit  any 
whether  it  is  listed  in  the  budget  document  or  not  listed  as  far  as 
the  expenditures  that  go  through  the  alliances? 

Mr.  Reischauer.  That  is  true,  too. 

Mr.  Cardin.  It  doesn't  change  any  of  the  subsidies  or  the  other 
types  of  provisions  that  are  included  in  the  Health  Security  Act. 

Mr.  Reischauer.  That  is  true  as  well. 

Mr.  Cardin.  So  I  don't  know,  it  seems  to  me  that  we  are  mainly 
talking  about  an  inside-the-Beltway  issue  as  to  whether  this  is  in- 
cluded in  our  consolidated  budget  or  not.  It  is  not  going  to  affect 
the  operations  of  the  program  whether  it  is  included  in  the  Federal 
budget  document  or  not.  But  I  understand  your  point,  and  it  is  a 
subjective  conclusion  that  you  have  reached  based  upon  many  fac- 
tors. 

Would  you  acknowledge  that  we  have  requirements  on  the  pri- 
vate sector  that  causes  the  private  sector  to  spend  money  that  is 
not  included  in  the  consolidated  budget  that  is  produced  up  here? 

Mr.  Reischauer.  That  is  correct. 

Mr.  Cardin.  So  it  is  not  just  the 

Mr.  Reischauer.  What  I  am  trying  to  suggest  is  that  we  are  on 
a  continuum  here,  and  there  are  certainly  regulatory  activities  that 
go  on,  but  they  leave  the  entities  essentially  private.  And  these  en- 
tities that  we  regulate  by  and  large  exist  for  other  purposes — to 
make  chemicals,  to  sell  shoes,  whatever.  Here,  we  are  talking  about 
a  group  of  entities  that  in  fact  are  created  for  the  sole  purpose  of 
fulfilling  a  Federal  Government  objective. 

Mr.  Cardin.  The  health  alliances  you  are  referring  to  here. 

Mr.  Reischauer.  Right. 

Mr.  Cardin.  So  if  we  were  to  modify  the  health  alliances  then 
it  may  cause  a  different  result,  but  you  don't  want  to  put  yourself 
in  the  position  of  trying  to  surmise  how  we  might  craft  the  final 
version  of  the  bill  as  to  how  it  might  influence  your  recommenda- 
tion as  to  whether  it  should  be  included  in  the  budget.  Surely  we 
are  going  to  make  some  modification  in  this  area. 

Mr.  Reischauer.  That  is  correct. 
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Mr.  Cardin.  Again,  I  think  your  testimony  has  been  very  helpful. 
I  would  like  to  get  into  a  further  discussion  on  uncompensated 
care.  Maybe  we  will  have  a  chance  to  do  that  later. 

Chairman  Rostenkowski.  Mr.  McDermott  will  inquire. 

Mr.  McDermott.  I  want  to  start  by  echoing  the  statements  made 
by  Mr.  Cardin  about  your  recommendations.  I  hope  that  the  debate 
is  furthered  by  your  report  today,  not  fractured  into  partisan  dis- 
cussions. 

I  want  to  go  back  to  something  that  Mr.  Gibbons  asked  you 
about  and  that  was  the  question  of  the  comparison  between  the 
savings  of  the  President's  plan  and  the  single-payer  plan,  and  I  will 
for  the  moment  stipulate  that  the  savings  are  the  same.  But  it  is 
true  that  in  the  single-payer  plan,  we  also  include  long-term  care, 
a  benefit  not  included  in  the  President's  plan;  isn't  that  correct? 

Mr.  Reischauer.  That  is  correct. 

Mr.  McDermott.  So  you  get  much  more.  We  are  essentially  say- 
ing in  a  single-payer  system,  for  the  same  amount  of  money,  you 
would  get  long-term  care  plus  what  the  President  is  offering. 

But  let  me  go  a  little  bit  to  what  Representative  Cardin  was  also 
suggesting,  and  that  is,  you  take  the  President's  plan  and  accept 
the  assumptions  that  he  made.  That  is  how  you  built  it;  is  that  cor- 
rect? 

In  other  words,  he  says  he  is  going  to  come  down  to  CPI  plus  a 
factor  by  the  year  1996  and  1995,  and  so  forth.  You  just  take  his 
assumiptions  and  cost  those  out;  is  that  correct? 

Mr.  Reischauer.  We  examined  the  details  of  this  piece  of  legisla- 
tion, and  it  was  our  judgment  that  the  mechanisms  built  into  this 
plan  would,  in  fact,  produce  the  results  with  respect  to  premium 
growth  that  the  President  has  set  forward. 

In  other  words,  we  gave  this  restraint  in  his  plan  a  100  percent 
effectiveness  rating.  That  is  why  we  also  wrote  in  the  final  chapter 
of  our  report  that  if  this  works  as  planned,  it  is  going  to  create 
some  pressures.  As  to  how  the  Congress  responds  to  those  pres- 
sures, we  aren't  in  any  position  to  make  a  judgment. 

Mr.  McDermott.  So  you  gave  100  percent  effectiveness  to  their 
assumption  that  they  could  bring  health  care  expenditures  down  to 
CPI,  but  you  gave  only  75  percent  effectiveness  that  we  could  bring 
expenditures  in  a  single-payer  down  to  the  gross  domestic  product; 
is  that  correct? 

Mr.  Reischauer.  We  gave  your  proposal  a  100  percent  effective- 
ness rating  for  the  Federal  payments  to  the  States.  Then  the  ques- 
tion was  now  the  States  would  respond.  They  had  to  match  the 
payment  from  the  Federal  Government,  and  it  was  our  judgment 
that  some  States  would  choose  to  spend  more  than  was  allowed 
under  your  plan  because,  in  fact,  there  were  no  substantial  pen- 
alties on  them  if  they  did  spend  more,  and  so  it  was  a  combination. 

Mr.  McDermott.  Let  me  ask  you  to  make  a  judgment.  Maybe 
you  won't  want  to  make  this  judgment. 

Do  you  think  we  could  bring  health  care  expenditures  down  to 
3 — 4.6  percent  in  1996;  4.1  percent  in  1997;  3.6  percent  in  1998 
and  3.1  percent  by  1999?  Those  are  the  numbers  you  gave  us. 

Mr.  Reischauer.  As  a  technician  and  a  policy  wonK,  my  answer 
to  that  would  be,  yes,  we  could.  The  question  really  is,  can  the  po- 
litical system  maintain  it? 
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Mr.  McDermott.  And  your  judgment — well,  you  won't  make  a 
judgment.  I  will  make  the  judgment  that  it  is  a  very  tight  lid,  and 
that  is  really  what  you  are  talking  about,  is  that  their  expectation 
that  it  can  get  down  that  quickly  is  about  twice  as  fast  as  the  sin- 
gle-payer system  brings  the  costs  down. 

I  really  want  to  ask  another  question  since  I  have  got  a  little 
time,  and  that  is,  a  physician  here  in  Virginia  sent  me  a  copy  of 
the  Virginia  Business  Magazine  which  shows  that  the  average  an- 
nual increase  in  HMO  premiums  in  Virginia  from  1988  to  1992  was 
almost  14  percent.  Now,  that  is  not  very  tight  cost  containment. 

What  evidence  is  there  that  the  managed  care  elements  of  the 
President's  proposal  are  going  to  get  tighter  cost  containment  than 
the  14  percent  that  actually  occurred  in  the  private  sector  in  this 
area  over  the  course  of  the  last  6  years? 

Mr.  Reischauer.  I  think  our  experience  with  managed  care  in 
ihe  current  mixed  environment  doesn't  really  offer  much  insight 
into  the  potential  for  managed  care  under  an  entirely  different  en- 
vironment with  different  incentives.  It  may  be  that  managed  care 
has  a  limited  potential  to  reduce  the  rate  of  growth  or  the  level  of 
spending  under  a  totally  transformed  system,  but  on  the  other 
hand,  it  may  not.  Experts  disagree  a  lot  on  this,  and  we  really  have 
nothing  to  base  our  judgments  on  because  we  don't  have  a  lot  of 
experience  with  systemic  reform. 

Mr.  McDermott.  What  percent  of  the  people  do  you  think  will — 
did  you  assume  would  be  in  managed  care  under  the  President's 
plan? 

Mr.  Reischauer.  I  don't  think  we  have  an  estimate  of  that  sort. 
You  don't  have  to  make  an  assumption  of  that  sort  to  cost  out  this 
plan. 

Mr.  McDermott.  Because  it  is  simply  a  premium  cap? 

Mr.  Reischauer.  That  is  correct. 

Mr.  McDermott.  As  long  as  they — whatever  is  under  the  pre- 
mium, that  is  all  they  are  going  to  get. 

Mr.  Reischauer.  We  asked,  when  the  alliance  area  and  the 
plans  exceed  the  premium  cap,  is  there  a  mechanism  for  recaptur- 
ing that  excess  and  is  it  likely  to  be  effective?  And  we  examined 
this  plan  and  concluded  that,  yes,  there  is  a  mechanism  and  it  is 
likely  to  be  effective. 

Mr.  McDermott.  We  will  discuss  this  further. 

Thank  you. 

Chairman  Rostenkowski.  Mr.  Houghton  will  inquire. 

Mr.  Houghton.  Thank  you  very  much. 

Thank  you,  Mr.  Dr.  Reischauer,  nice  to  see  you. 

You  know,  the  estimates  are  just  all  over  the  place.  There  was 
an  article  in  the  Wall  Street  Journal  that  I  am  sure  you  read  the 
other  day  about  the  single-payer  plan  and  the  estimates  go  from 
savings  of  $21  billion,  or  a  cost  of  $21  billion  down  to  an  increase 
of  about  300  and  then  another  cost  of  about  $30  billion.  I  mean, 
wild  exaggerations  in  terms  of  these  plans.  So  a  lot  of  it  depends 
upon  the  assumptions  being  used. 

Let  me  ask  you  a  specific  question  about  caps.  Would  you  be  able 
to  score  the  President's  program  absent  caps? 

Mr.  Reischauer.  You  mean,  if  there  were  no  premium  caps, 
what  would  we  assume? 
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Mr.  Houghton.  If  the  plan  was  scorable  because  the  caps  are 
part  of  the  plan. 

Mr.  Reischauer.  Well,  the  answer  is,  if  there  were  no  premium 
caps  in  the  plan,  the  cost  of  the  plan  would  be  substantially  higher 
than  we  have  estimated. 

Mr.  Houghton.  You  would  be  able  to  score  absent  any  caps? 

Mr.  Reischauer.  I  am  not  sure  what  the  word  "score"  means  in 
the  context  you  are  using  it.  Our  job  is  to  estimate  the  costs  of  Fed- 
eral legislation.  Sometimes  when  we  estimate  the  cost  of  Federal 
legislation  it  represents  an  increase  in  costs;  other  times  it  rep- 
resents a  decrease  in  costs  relative  to  our  baseline  policy.  I  think 
what  you  might  be  asking  is,  If  there  were  no  premium  caps,  would 
this  plan  produce  net  savings? 

Mr.  Houghton.  What  I  am  asking  is  in  terms  of  an  accounting 
device,  would  you  be  able  to  score,  as  you  do,  make  an  accounting 
of  the  savings  or  the  costs  of  this  plan  if  there  were  no  caps  in- 
volved? 

Mr.  Reischauer.  We  would  be  able  to  make  an  estimate,  but  it 
would  be  a  good  deal  more  uncertain  than  the  one  we  have  made. 
The  numbers  that  I  provided  you  suggest  that  over  the  next  10- 
year  period,  deficits  will  increase  slightly  under  this  plan,  and  my 
expectation  would  be  that  they  would  increase  substantially  more 
if  there  were  no  caps. 

Mr.  Houghton.  Let  me  ask  you  another  question.  We  talk  about 
employer  mandates.  How  could  an  employer  mandate  work?  If  you 
can  take  a  large  company  like  General  Motors,  that  is  very  easy. 
But  how  do  you  mandate,  how  do  you  have  an  effective  mandate 
system  with  the  self-employed  or  unemployed  or  partially  employed 
or  seasonably  employed  or  whatever  these  other  categories  are; 
how  does  that  work? 

Mr.  Reischauer.  It  is  very  difficult  and  would  be  quite  a  com- 
plex administrative  procedure,  but  presumably,  virtually  everybody 
in  society  wants  health  insurance  protection  and  would  comply 
with  the  notifications  and  requirements  necessary  to  get  them- 
selves enrolled  in  a  plan.  Businesses,  even  small  businesses,  seem 
to  be  able  to  handle  IRS  compliance,  and  this  would  just  be  a  simi- 
lar type  of  activity  from  their  perspective. 

Mr.  Houghton.  But  the  concept  of  trying  to  superimpose  a  man- 
date on  somebody  who  owns  his  own  business,  somebody  who  is 
seasonably  employed,  somebody  who  is  partially  employed,  like  a 
teenager,  it  just  boggles  my  mind  to  see  how  the  structure  of  that, 
really  in  terms  of  the  fairness  of  the  tax  system,  would  work. 

Mr.  Reischauer.  I  said  it  would  be  difficult. 

Mr.  Houghton.  But  doable? 

Mr.  Reischauer.  Hm? 

Mr.  Houghton.  But  doable? 

Mr.  Reischauer.  Difficult. 

Mr.  Houghton.  And  not  doable? 

Chairman  Rostenkowski.  Mr.  Kleczka. 

Mr.  Kleczka.  Thank  you,  Mr.  Chairman. 

Dr.  Reischauer,  I  have  the  same  concern  that  Ben  Cardin  just 
voiced,  but  before  I  relate  that  to  you,  I  believe  you  stated  that  if, 
in  fact,  we  would  pass  the  Clinton  bill,  we  would  see,  over  time, 
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health  care  costs  be  reduced  by  some  7  percent.  Is  that  generally 
accurate? 

Mr.  Reischauer.  National  health  expenditures  in  the  year  2004 
by  our  estimate  would  be  7  percent  below  where  they  would  be  if 
we  continued  the  current  system.  Presumably  that  number  would 
grow  over  time  to  even  more  than  7  percent. 

Mr.  Kleczka.  Is  it  your  opinion  then  that  after  2004  the  Federal 
deficit  would  continue  to  decrease  because  of  this  action? 

Mr.  Reischauer.  As  I  said,  we  have  no  ability  to  project  beyond 
2004.  The  impact  on  the  budget  is  zero  for  all  practical  purposes 
in  2004,  and  it  looks  like  it  is  headed  down  after  that,  but  this  de- 
pends on  the  willingness  of  future  Congresses  to  adhere  to  a  fairly 
restrained  growth  of  premiums.  That  authority  will  be  given  to  you 
after  the  year  2000. 

Mr.  Kleczka.  As  for  Mr.  Cardin's  concern,  which  I  share,  what 
is  the  difference  of  including  these  costs  or  these  receipts  in  the 
consolidated  budget  statement?  If  as  Ben  indicated,  it  is  not  going 
to  increase  the  deficit  and  not  going  to  increase  your  taxes  per  se, 
is  it  just  an  accounting  mechanism  to  show  that  this  activity  is  ac- 
tually going  on? 

Mr,  Reischauer.  This  is  basically  an  activity  that  results  from 
Federal  legislation;  it  is  a  Federal  activity,  a  governmental  activity, 
and  governmental  activities  are  included  in  the  financial  accounts 
of  the  Federal  Government.  It  is  important  to  have  it  there  because 
there  are  a  tremendous  number  of  flows  that  will  occur  between 
the  traditional  onbudget  categories  of  accounts  and  these  alliances. 

There  will  be  subsidy  payments,  there  will  be  payments  back  and 
forth  to  dependents  of  the  military,  and  so  on,  and  if  this  were  in 
some  never-never  land,  not  part  of  vour  overall  budget  perspective, 
you  would  be  able  to  engage  in  all  sorts  of  chicanery.  You  would 
De  able,  for  example,  to  include  in  the  benefit  package  the  services 
that  are  now  provided  by  the  WIC  program  and  thereby  free  up  a 
couple  of  billion  dollars  worth  of  discretionary  spending  under  the 
discretionary  spending  caps,  which  as  you  know  are  very  tight,  and 
in  effect  shift  the  burden  to  businesses  and  premium  payers  with- 
out it  appearing  to  be  under  any  kind  of  control  of  the  Federal  Gov- 
ernment. So  I  think  it  is  terribly  important  that  this  be  included 
in  the  budget. 

Mr.  Kleczka.  But  can't  we  change  the  way  the  regional  health 
alliances  operate  to  obviate  the  need  for  putting  this  in  the  consoli- 
dated statement?  Couldn't  we  provide  for  the  mandate,  like  we  do 
for  minimum  wage,  but  then  not  go  to  the  next  area  where  the  re- 
gional alliance  would  be,  and  just  leave  it,  say,  for  the  States? 

Mr.  Reischauer.  One  important  issue  here  is  whether  this  is  a 
universal  entitlement  that  is  being  provided  to  every  American 
through  Federal  legislation.  Another  is  how  the  payments  are  going 
to  be  motivated  to  the  alliances.  Are  they  going  to  be  motivated 
through  an  exercise  of  sovereign  power — in  other  words,  through 
the  Federal  Government  stipulating  the  level  and  the  manner  of 
payment.  When  you  begin  taking  these  elements  out,  which  are  im- 
portant to  our  decision  about  budgetary  treatment,  you  begin  creat- 
ing a  very,  very  different  structure  of  health  reform  legislation. 

Mr.  Kli:czKA.  Thank  you  very  much. 

Chairman  Rostenkowski.  Mr.  Hoagland. 
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Mr.  HOAGLAND.  Thank  you,  Mr.  Reischauer,  very  much  for  ap- 
pearing before  the  committee  today. 

And  I  would  hke  to  follow  a  line  of  question  pursued  by  Mr.  Mat- 
sui,  Mr.  Cardin,  Mr.  Levin  and  others.  In  your  closing  statement, 
while  you  made  a  stirring  statement  favoring  health  reform  in 
America,  and  I  wonder  if  you  might  outline  for  us  the  principal  fi- 
nancial deficiencies  you  see  in  the  current  system,  explain  to  us  in 
simple  terms  the  major  problems  with  the  current  system  that  lead 
you  to  your  conclusion  that  we  have  a  serious  problem  and  we  need 
to  enact  legislation  this  year. 

Mr.  Reischauer.  That  could  be  a  day's  work.  I  will  just  point  out 
two  to  you.  One  is  the  fact  that  there  are  37  million  Americans  who 
don't  have  health  insurance  right  now,  and  while  many  or  most  of 
them  are  not  denied  essential  emergency  care,  all  of  us,  through 
our  taxes  or  through  higher  premiums,  are  paying  for  this.  It  is 
really  a  tragedy  for  the  individuals  and  a  disaster  for  our  economy. 

In  addition,  we  have  a  sector  of  the  economy  that  is  basically  un- 
controlled. Virtually  all  of  our  economy  is  restrained  or  controlled 
either  by  an  individual,  or  by  a  societal,  budget  constraint. 

When  we  talk  about  home  entertainment  or  food  or  clothing,  how 
much  you  and  your  family  spend  is  determined  by  how  much  in- 
come you  have,  and  if  you  buy  more  clothes,  you  are  going  to  have 
less  money  to  spend  on  compact  discs,  so  there  is  a  budget  re- 
straint. 

For  other  things  like  highways,  defense,  or  justice  in  this  coun- 
try, societally  we  sit  down  in  the  Congress  and  the  State  legisla- 
tures and  we  decide  how  much  we  should  spend  on  these  items. 

In  health  care,  we  don't  have  that.  We  basically  have  a  system 
in  which  at  the  end  of  the  year  we  look  up  and  say,  how  much  did 
we  spend,  and  we  have  no  idea  how  much  we  will  spend  the  next 
year.  Anybody  can  come  along  and  develop  a  new  procedure,  diag- 
nostic technique,  or  treatment,  and  if  it  is  claimed  to  be  efficacious, 
our  system  now  will  pay  for  it.  As  a  result,  a  very  large  portion  of 
the  growth  of  our  income  is  being  devoted  to  health  care,  without 
our  asking,  is  this  the  right  amount  or  not? 

Is  it  too  little?  Almost  certainly  not. 

But  is  it  too  much?  The  answer  is  probably  yes.  And  without 
these  restraints,  the  efficiency  with  which  the  product  is  produced 
is  also  lacking.  I  think  we  have  to  sit  down  and  make  some  very, 
very  hard  decisions  as  a  nation. 

Mr.  HoAGLAND.  It  is  often  said  in  the  debate,  Mr.  Reischauer, 
that  those  of  us  who  are  insured  wind  up  picking  up  the  cost  of 
those  who  are  not,  who  frequently  wait  until  they  need  emergency 
room  treatment,  until  their  illness  has  progressed,  before  seeking 
treatment.  I  wonder  if  you  might  explain  the  mechanism  which  re- 
sults in  the  charges  incurred  by  those  who  have  no  insurance,  can't 
afford  to  pay  those  charges,  wind  up  on  the  health  insurance  pre- 
mium bills  of  the  rest  of  America. 

Mr.  Reischauer.  Well,  some  of  them  end  up  on  the  health  insur- 
ance premiums  of  the  rest  of  us,  but  a  big  chunk  of  them  rest  on 
our  system  of  taxation  through  which  many  municipal  and  county 
hospitals  are  subsidized.  Also,  the  Medicare  and  Medicaid  pro- 
grams end  up  subsidizing  hospitals  for  uncompensated  care.  And 
obviously,  the  hospital  or  the  provider,  when  he  or  she  has  a  bad 
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debt,  is  going  to  try  to  raise  the  charge  that  is  imposed  on  those 
who  have  insurance  coverage.  Such  cost  shifting  is  thought  to  go 
on  at  a  pretty  good  clip  in  this  country,  so  we  are  deluding  our- 
selves if  we  think  that  we  are  saving  money  by  having  a  lot  of  peo- 
ple uninsured.  We  aren't. 

Mr.  HOAGLAND.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  RosTENKOWSKi.  Mr.  Merger. 

Mr.  Merger.  Thank  you,  Mr.  Chairman. 

Dr.  Reischauer,  it  is  good  to  have  you  with  us. 

I  want  to  thank  you,  and  so  do,  I  believe,  the  American  public 
for  your  courageous  stand  in  recommending  this  be  placed 
onbudget.  You  appeared  before  our  Budget  Committee  just  this  last 
week,  and  I  know  there  were  a  number  of  members,  including  my- 
self, that  were  expressing  the  concern  that  perhaps  it  wouldn't  be 
assessed  that  way.  What  we  were  hearing  out  in  our  districts  is  to 
the  effect  that  the  American  public  does  want  to  know  what  is 
going  on,  that  the  feeling  is  that  when  they  are  mandated  to  par- 
ticipate in  something,  that  they  certainly  consider  this  a  tax,  and 
if  it  weren't  onbudget,  it  would  not  be,  I  believe,  considered  a  tax, 
and  at  least  with  it  onbudget,  at  least  we  can  keep  track  of  those 
revenues. 

But  you  mention  also  in  your  opening  remarks  the  fact  of  this 
summer  attending  the  Lyndon  Baines  Johnson  Library,  of  which  I 
was  there  with  you,  and  looking  at  the  Medicare  legislation  that 
had  been  signed  by  President  Johnson  and  others,  and  I  think  it 
is  interesting  just  looking  at  costs  and  our  potential  to  predict  what 
costs  will  be  in  the  future.  It  is  interesting  that  that  very  piece  of 
legislation,  I  believe,  at  least  part  of  it  was  estimated  in  1990  to 
run  $9  bilHon.  In  1990,  it  didn't  cost  $9  billion.  It  costs  $67  billion. 

Another  government  program,  the  old  age  and  survivors  insur- 
ance program,  established  in  the  early  1940s,  has  run  more  than 
40  times  what  the  original  estimates  were  for  it  and,  again,  I  want 
to  commend  you.  I  want  to  commend  your  staff. 

I  believe  you  are  hard-working,  but  I  think  the  facts  and  what 
the  statistics  show  and  history  shows  of  our  ability  to  be  able  to 
predict  what  government  programs  are  going  to  cost  in  the  future, 
are  very  poor.  As  a  matter  of  fact,  just  recently,  in  CBO's  own  esti- 
mates for  the  budget  deficits  for  1991  through  1993,  we  were  as 
much  as  $100  billion  off. 

I  guess  my  question  then  to  you  is,  does  not  the  Clinton  health 
plan  definitely  possess  the  ability,  like  so  many  of  these  other  pre- 
vious Federal  Government  programs  that  go  wildly  out  of  control, 
to  cost  us  far  more  than  what  we  are  estimating  them  to  cost  now? 

Mr.  Reischauer.  As  I  indicated  in  my  opening  statement,  the 
costs  of  this  proposal  are  highly  uncertain.  I  will  gladly  take  re- 
sponsibility for  the  errors  that  CBO  has  made  over  the  last  decade 
and  a  half,  but  I  don't  want  to  take  a  hit  for  the  Social  Security 
program  or  Medicare.  CBO  was  created  in  1975,  long  after  the  cost 
estimates  that  you  talked  about  were  out  on  the  street,  and  be- 
sides, I  think  the  estimating  profession  has  progressed  since  the 
1930s  and  even  since  the  1960s. 
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But,  as  I  said,  there  is  a  great  deal  of  uncertainty  in  estimates 
of  the  President's  proposal  and  other  systemic  reform  proposals, 
and  that  should  be  a  caution  for  you. 

Mr.  Herger.  Dr.  Reischauer,  I  didn't  mean  to  imply  that  you 
were  responsible  for  these  major 

Mr.  Reischauer.  I  know  you 

Mr,  Herger  [continuing].  Incorrections  at  the  time,  but  my  point 
is  that  even  as  professional  as  you  are  and — as  professional  as  your 
staff  is,  even  as  recently  as  the  last  3  years  on  our  own  budgets, 
we  have  been  off  as  much  as  $100  billion.  That  is  the  point  I  want 
to  make.  And  also  the  point  of  the  magnitude  of  the  entitlement 
program,  the  President's  entitlement  program  that  we  are  talking 
about,  in  your  own  analysis  here,  again,  on  page  50,  which  we  re- 
ferred to  earlier,  we  are  looking  at  the  fact  that  projected,  the 
President's  health  care  program  will  spend  some  25  percent  more 
than  even  Social  Security  will  be  spending  in  the  year,  I  believe, 
it  is  2004.  So  we  are  talking  about  a  major  untried,  basically  exper- 
imental program  here  to  be  done  not  just  in  one  area  of  the  coun- 
try, but  in  all  50  States,  one  of  which  could — indeed,  has  the  poten- 
tial of  literally  bankrupting  our  entire  Nation. 

Mr.  Reischauer.  I  would  agree  with  what  you  said  but  remind 
you  that  we  are  being  bankrupted  by  the  existing  health  care  sys- 
tem as  it  is. 

Mr.  Herger.  I  guess  what  a  number  of  us  would  like  to  see  take 
place  is,  rather  than  experimenting,  and  basically  that  is  what  we 
are  talking  about,  experimenting  in  such  a  major  way,  that  per- 
haps we  more  fine  tune  this  and  oegin  taking  care  of  the  individual 
problems  that  so  many  of  us  care  about — portability,  prior-existing 
health  problems;  there  are  a  number  of  these  areas  that  we  can 
agree  on  and  work  on.  And  I  guess  my  concern  is  a  concern  that 
I  hear  in  my  district  of  let's  not  go  too  far  too  quickly.  Let's  be  very 
careful  in  what  we  are  doing,  and  we  should  have  a  great  concern 
again  with  the  President's  program. 

Thank  you. 

Chairman  RosTENKOWSKl.  Mr.  McNulty. 

Mr,  Payne. 

Mr.  Payne.  Thank  you  very  much,  Mr.  Chairman. 

And  thank  you.  Dr.  Reischauer,  for  being  here  and  what  you 
have  said  to  us  today. 

One  of  the  elements  of  health  care  reform  that  I  think  we  all 
share  is  cost  containment.  We  were  pleased  when  we  heard  just  a 
month  ago  that  last  year,  according  to  the  Department  of  Labor, 
the  health  care  inflation  was  5.2  percent.  It  was  stated  that  that 
was  the  lowest  it  had  been  in  about  20  years,  and  that  trend,  it 
seems,  is  one  that  in  the  last  3  years  there  has  been  a  decline  in 
terms  of  health  care  inflation. 

Relative  to  that,  number  one,  is  that  phenomenon  part  of  what 
is  assumed  in  your  baseline  calculation,  and  number  two,  does  it 
really  matter  relative  to  this  analysis  or  is  it  just  a  comparison  to 
a  baseline  irrespective  of  what  that  baseline  mi^ht  be? 

Mr.  Reischauer.  We  have  certainly  taken  mto  account  in  our 
baseline  the  slowdown  in  health  care  costs.  I  wouldn't  put  too  much 
faith  in  the  sustainability  of  the  slowdown  that  has  occurred  just 
in  the  past  year,  because  I  believe  that  costs  are  being  driven  not 
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necessarily  by  price  increases — which,  by  the  way,  are  abysmally 
measured  in  the  medical  care  component  of  the  CPI — ^but  rather  by 
increases  in  the  intensity  and  utilization  of  services  and  by  the 
technological  advances  that  are  taking  place.  These  are  the  cause 
more  than  increases  in  true  prices  over  and  above  the  general  in- 
flation in  our  economy. 

But  we  have  built  into  our  baseline  numbers  the  lower  rate  of 
overall  inflation  that  we  are  enjoying  now  and  expect  to  enjoy  for 
the  next  decade. 

Mr.  Payne.  And  that  is  the  number,  then,  that  you  are  compar- 
ing the  President's  plan  to. 

Let  me  ask  another  question  then,  concerning  cost  containment. 
It  has  to  do  with  global  budgets,  cost  controls  and  premium  caps, 
and  I  think  a  couple  of  people  have  already  asked  this,  but  I  want 
to  make  sure  I  understand. 

I  think  when  you  responded  to  Mr.  Thomas  and  said  that  in  your 
analysis,  vou  had  assumed  that  the  cost  had  exceeded  the  premium 
caps,  and  he  said  $70-some  billion,  as  I  recall.  Then  you — Mr. 
Cardin  asked  a  question  concerning  premium  caps,  and  I  think  you 
stated  that  they  were  an  important  element  of  the  President's  plan 
because  it  pretty  much  set  the  maximum  or  the  lid  on  spending. 

Mr.  Reischauer.  There  are  two  different  things  here.  One  is  a 
premium  cap,  which  really  is  a  limit  on  the  rate  of  growth  of  aver- 
age premiums  each  year  in  each  alliance  area.  There  is  also  a  cap 
placed  on  overall  Federal  spending  for  this  new  program,  which  the 
President  included  to  limit  the  exposure  of  the  Federal  Govern- 
ment. We  argue  that  the  latter  cap  or  limit  would  be  largely  inef- 
fectual. 

With  respect  to  the  premium  caps,  how  fast  premiums  will  be  al- 
lowed to  rise,  the  answer  is  at  a  very  slow  rate  under  the  Presi- 
dent's plan.  We  expect  those  caps  to  be  fully  effective. 

Mr.  Payne.  So  in  a  global  budget,  then,  you  would  not  give  a  lot 
of  credence  to  that  as  a  concept,  but  if  it  is  a  very  specific  cost  con- 
trol measure,  those  would  be  scored  as  effectively  as  if  cost 
control 

Mr.  Reischauer.  Many  of  the  proposals  that  have  been  put  for- 
ward have  had  global  caps  with  no  teeth:  Thou  shalt  spend  more 
than  X  amount  on  health  care,  but  then  no  mechanism  is  provided 
to  enforce  it.  And  when  that  is  the  case,  we  view  it  as  interesting 
legislative  language,  but  not  worthy  of  affecting  our  cost  estimate. 

Mr.  Payne.  But  if  it  were  a  very  specific  measure,  then  you 
would 

Mr.  Reischauer.  If  there  were  a  specific  mechanism  for  enforc- 
ing those  limits,  as  there  is  with  respect  to  the  premium  caps  in 
the  President's  proposal,  then  we  would  score  it  to  the  extent  that 
we  think  it  is  going  to  be  effective. 

Mr.  Payne.  And  to  the  extent  that  did  not  exist,  that  the  market 
were,  you  would  then 

Mr.  Reischauer.  Let  things  go  the  way  they  are  going  now. 

Mr.  Payne.  And  no  matter  what  might  be  going  on  in  terms  of 
managed  care  or  other  sorts  of  mechanisms. 

Mr.  Reischauer.  That  is  built  into  our  baseline.  I  mean,  the 
health  care  system  of  this  country  is  going  through  rapid  change 
now. 
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Mr.  Payne.  Right. 

Mr.  Reischauer.  Our  expectation  is  that  change  will  continue.  It 
will  have  some  modest  effect  on  the  rate  of  growth  of  health  care 
spending.  That  is  built  into  our  baseline  set  of  assumptions.  The 
question  is  how  will  legislation  change  the  environment  that  is 
evolving  over  time. 

Mr.  Payne.  So  you  see  the  managed  care  then  having  an  impact 
as  it  relates  to  your  baseline  sum  issuance  already. 

Mr.  Reischauer.  We  are  rather  skeptical  that  managed  care  is 
likely  to  have  a  large  impact  on  the  course  of  future  health  care 
spending,  but  there  are  others  who  disagree. 

Mr.  Payne.  Thank  you,  Dr.  Reischauer. 

Mr.  KOPETSKI  [chairing].  Dr.  Reischauer,  I  want  to  echo  the 
statements  and  sentiments  of  my  colleagues  about  vour  opening 
statement  and  your  call  for  us  to  act  as  statesmen  and  -women  and 
not  politicians  on  this  issue.  I  have  not  taken  a  position  on  any  of 
the  bills,  including  the  President's. 

Trying  to  sort  through  all  the  stuff  and  waiting  for  your  report 
and  analyses,  certainly  in  true  character  of  your  office,  it  is  objec- 
tive. There  are  criticisms  and  there  is  praise  in  it  for  the  Presi- 
dent's plan.  It  clearly  makes  us  think  about  the  issues  involved. 
And  I  am  sure,  unfortunately,  there  will  be  those  talk  show  hosts 
that  will  pull  some  criticisms  out  and  dwell  on  those  and  not  put 
everything  into  context  of  what  you  are  saying  in  this  report. 

To  me,  however,  this  whole  issue  of  is  it  onbudget  or  is  it 
offbudget;  is  it  a  tax  or  not  a  tax,  is  not  as  important  as  the  goals 
we  are  trying  to  achieve  in  the  reform.  However,  to  satisfy  my  own 
curiosity,  on  a  scale  of  1  to  10,  was  this  a  close  call? 

Mr.  Reischauer.  It  was  a  tough  call.  I  won't  say  whether  it  was 
close  or  not,  but  I  will  be  glad  to  show  you  my  scar  tissue. 

Mr.  KOPETSKI.  But,  I  mean,  you  know,  you  told  us  there  was  a 
whole  gamut  from  a  purely  governmental  svstem  to  something  that 
is  totally  private  sector,  and  so  on  a  scale  of  1  to  10 

Mr.  Reischauer.  Let  me  say,  was  there  any  doubt  among  the 
CBO  staff  that  our  judgment  was  the  appropriate  one?  The  answer 
is  no,  there  was  none. 

Let  me  just  say  for  the  record  that  this  is  not  an  issue  in  which 
the  Director  of  the  Congressional  Budget  Office  pops  out  of  bed  one 
morning  and  says,  "Gosh,  I  think  this  is  the  way  it  should  come 
out."  This  is  an  issue  that  we  debated  and  argued  about  and  stud- 
ied in  our  office.  Probably  about  20  people  were  involved  in  the  de- 
cision, examining  all  of  the  possible  avenues  of  reasoning,  and  ev- 
erybody came  out  at  the  same  place  in  the  end. 

Mr.  KoPETSKi.  Good.  Well,  I  appreciate  the  toughness  of  that  de- 
cision. 

I  want  to  move  to  a  couple  of  other  areas.  It  seems  to  me  in  look- 
ing this  to  the  goals  that  the  President  is  trying  to  achieve,  one  is 
universal  coverage,  and  his  plan  achieves  that.  The  plan  contains 
cost  controls  on  the  cost  of  health  care  in  this  country. 

You  admit  readily  that  there  will  be  displaced  workers  as  a  re- 
sult of  the  plan,  although  it  is  about  V4  of  1  percent,  and  most  of 
those  workers  would  be  induced  into  early  retirement. 

Mr.  Reischauer.  Yes,  there  is  a  big  difference  between  "job  loss" 
that  is  voluntary — people  decide  they  would  like  to  retire  early,  or 
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maybe  that  they  would  rather  stay  home  and  raise  a  family — and 
job  loss  in  which  somebody  is  tossed  out  because  a  job  disappears. 
The  vast  bulk  of  the  labor  force  change  that  we  see  would  be  of  the 
voluntary  sort.  Usually,  we  look  upon  people  who  leave  the  labor 
force  in  those  kinds  of  situations  with  envy,  not  with  any  mis- 
givings. 

Mr.  KOPETSKI.  Well,  clearly  because  of  the  loss  of  purchasing 
power  over  the  last  15  or  20  years  in  two-parent  homes,  and  usu- 
ally it  is  the  woman  that  has  left  working  in  the  home  and  gone 
out  into  the  work  force;  and  you  are  saying  that  this  would  create 
an  incentive,  or  not  incentive,  but  they  may  not  have  to  go  out  into 
the  work  force;  they  could  choose  to  stay  in  the  home  and  work  in- 
side the  home  and  raise  a  family  there;  is  that  correct? 

Mr.  Reischauer.  Correct. 

Mr.  KOPETSKI.  The  other  point  that  I  want  to  understand,  in 
your  report  on  page  26,  on  your  table  2-1  where  you  compare  the 
private  sector  projections  of  national  health  expenditures  under  the 
President's  health  proposal  to  the  baseline  if  we  do  nothing.  And 
if  we  look  at  the  year  2004  and  compare  doing  nothing  to  what  the 
President's  plan  does,  do  I  understand  it  right  that  there  will  be 
a  reduction  in  health  care  costs  in  the  private  sector  by  $650  bil- 
lion? Am  I  reading  that  right? 

Mr.  Reischauer.  This  is  a  table  of  sources  of  funds,  and  of 
course  the  private  sector  is  the  source  of  money  that  goes  to  the 
Federal  Grovernment  for  its  payments.  It  is  the  source  of  money  for 
the  State  and  local  governments.  It  obviously  is  the  source  for  the 
health  alliances,  largely,  too.  There  will  be  premium  payments 
made  by  you  as  an  individual  and  your  employer  as  an  employer 
to  the  alliances  that  now  are  classified  on  that  private  line  but 
would  go  into  the  health  alliance  line  after  this  reform. 

And  so  it  is  not,  in  a  sense,  like  a  great  burden  is  being  lifted 
off  the  back  of  "the  private  sector."  What  we  are  really  doing  is 
transforming  the  labels  on  certain  financial  flows. 

Mr.  KOPETSKI.  And  is  that  $650  billion  the  same  that  will  go — 
instead  of  going  to  the  alliance  or  instead  of  going  to  the  govern- 
ment, it  goes  to  the  alliance?  Would  they  realize  a  savings,  in  other 
words?  If  they  do  nothing,  if  we  do  nothing  in  the  year  2004,  they 
will  put  out  $1,095  trillion;  correct? 

Mr.  Reischauer.  Correct,  and  there  are  no  alliances.  Then  we 
create  alliances  and  they  are  paying  for  medical  services  or  for 
plans.  And  the  question 

Mr.  KOPETSKI.  And  how  much  are  they  pajdng  to  the  alliances? 

Mr.  Reischaut:r.  They  are  paying  $740  billion,  and  they  will  be 
getting  that  money  partially  from  families  of  individuals  as  pre- 
mium payments,  partially  from  employers;  partially  ft-om  State 
governments  in  maintenance-of-effort  payments,  and  partially  from 
the  Federal  Government  in  the  form  of  subsidies. 

Mr.  KOPETSKI.  So  is  that  a  $350  billion  savings  over  10  years? 

Mr.  Reischauer.  The  savings  overall  is  $150  billion,  which  is  the 
change  in  national  health  expenditures. 

Mr.  Kopetski.  Right,  but  that  includes  local  government. 

Mr.  Reischauer.  As  I  said,  when  we  think  about  who  is  really 
paying,  it  is  really  only  people  who  are  paying — ^businesses  and 
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people,  and  even  businesses  are  just  an  artifact  behind  which  there 
are  people.  There  are  owners;  there  are  workers. 

So,  really,  every  bit  of  money  that  is  not  borrowed  from  abroad 
in  a  sense  comes  out  of  people,  one  way  or  another.  What  we  are 
doing  is  looking  at  who  is  shelling  out  the  money  to  buy  health  in- 
surance. Who  is  the  last  person?  And  today  it  is  largely  private — 
businesses  and  individuals.  Businesses  and  individuals  in  the  fu- 
ture will  be  paying  their  money  largely  through  an  alliance,  so  it 
will  be  the  alliance  that  is  paying  out. 

Mr.  KOPETSKI.  And  if  you  compare  today  with  10  years  from  now 
under  an  alliance  structure,  they  will  be  paying  out  $150  billion 
less. 

Mr.  Reischauer.  Correct;  society  as  a  whole. 

Mr.  KOPETSKI.  Society  as  a  total. 

Mr.  Reischauer.  Yes. 

Mr.  KOPETSKI.  And  government  will  pay  7  percent  less?  No? 

Mr.  Reischauer.  I  don't  have  the  number,  but  we  will  provide 
it  for  the  record  if  you  want. 

Mr.  KOPETSKI.  But  overall,  $150  billion  less  spending  in  health 
care  out  of  the  pocket  compared  to 

Mr.  Reischauer.  Which  is  7  percent  less  than  what  would  have 
been  spent  otherwise. 

Mr.  KoPETSKl.  Now,  my  final  area  of  questioning  is  I  read  in 
your  report  that  you  say  this  plan  would  cause  wages  to  go  up.  Did 
I  read  that  right? 

Mr.  Reischauer.  On  balance,  yes,  because  when  business  costs 
go  down,  we,  like  most  economists,  think  the  savings  will  be  passed 
on  largely  to  employees  in  the  form  of  higher  wages.  We  believe 
right  now,  in  fact,  that  increased  costs  for  employer-provided  medi- 
cal insurance  come  out  of  the  wages  that  workers  are  receiving.  So 
when  you  reduce  these  costs,  the  workers  will  receive  higher 
wages. 

Mr.  KoPETSKi.  Although  you  do  make  exceptions  for  people  along 
the  minimum  wage  scale. 

Mr.  Reischauer.  Correct. 

Mr.  KoPETSKi.  But  generally  workers 

Mr.  Reischauer.  And  workers  in  firms  that  do  not  provide 
health  insurance  now  and  certain  other  workers. 

Mr.  KOPETSKI.  But  generally  workers'  wages  will  go  up  on  aver- 
age as  a  result  of  this. 

Mr.  Reischauer.  And  we  have  built  into  our  estimate  the  in- 
creased Social  Security  and  Medicare  payroll  taxes  and  the  in- 
creased Federal  income  taxes  that  will  result  from  those  higher 
wages  and  salaries. 

Mr.  KoPETSKi.  Now,  are  we  able  to  balance  the  Federal  budget 
by  not  addressing  the  health  care  cost  issue  and  include  in  that  a 
dose  of  political  reality? 

Mr.  Reischauer.  I  don't  get  into  political  reality.  I  have  been  in 
Washington  long  enough  to  know  there  might  not  be  such  a  thing. 

It  will  be  extremely  difficult  to  do,  simply  because  our  longrun 
budget  projections  show  that  the  deficit  begins  to  turn  up  in  the 
last  part  of  this  decade  and  continues  to  rise  steadily  into  the  fu- 
ture. The  reasons  for  that  are  exclusively  that  Medicare  and  Medic- 
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aid  grow  much  more  rapidly  than  the  economy  or  the  revenues  of 
the  Federal  Grovernment. 

Mr.  KOPETSKI.  Thank  you.  Thank  you  for  your  testimony. 

Mr.  McCrery,  you  may  inquire. 

Mr.  McCrery.  Thank  you. 

Dr.  Reischauer,  welcome  to  the  Ways  and  Means  Committee  and 
I  appreciate  your  testimony  here  today. 

I  want  to  ask  you  if  in  your  opinion,  in  terms  of  the  control  of 
the  system  by  the  Federal  Government,  is  the  Clinton  health  care 
plan  comparable  or  similar  to  the  Medicare  system? 

Mr.  Reischauer.  No.  It  is  quite  different  in  lots  of  respects. 

Mr.  McCrery.  Well,  in  terms  of  the  ultimate  control  of  the  gov- 
ernment, though,  over  the  system,  is  it  similar? 

Mr.  Reischauer.  You  know,  I  have  not  really  thought  about  the 
degree  of  control.  As  I  said,  though,  we  believe  that  this,  like  Medi- 
care, should  be  treated  as  a  governmental  activity.  So  I  think  that 
would  tell  you  that  it  is  in  the  same  ballpark. 

Mr.  McCrery.  How  about  in  terms  of  the  ultimate  financial  re- 
sponsibility of  the  Federal  Government?  Is  it  similar  to  Medicare? 

Mr.  Reischauer.  It  is  not  quite  as  direct,  but  it  is  similar. 

Mr.  McCrery.  Thank  you,  I  agree. 

What  programs  in  the  Federal  budget  are  driving  the  deficit  in 
the  outyears? 

Mr.  Reischauer.  Medicare  and  Medicaid,  largely. 

Mr.  McCrery.  So  what  we  are  talking  about  is  making  the  pro- 
grams that  are  driving  the  deficit  in  the  outyears  larger.  We  are 
going  to  essentially  more  than  double  the  size  of  the  Federal  pro- 
gram that  is  now  driving  the  deficit  in  the  outyears. 

Mr.  Reischauer.  Well,  there  was  a  leap  in  your  logic  there.  The 
Medicaid  program  really  has  very  little  in  the  way  of  constraints 
placed  on  it  now.  Remember,  it  is  basically  a  State-Federal  entitle- 
ment grant  program  in  which  the  Federal  Government  is  liable  to 
pay  a  fixed  percentage  of  each  State's  Medicaid  spending,  and  each 
State  really  decides  how  much  it  is  going  to  spend. 

The  Clinton  plan  has  some  very  clear  restraints  built  into  it. 
Medicare  has  a  certain  amount  of  restraint,  but  nowhere  near  the 
degree  of  restraint  that  the  Clinton  plan  has  in  it. 

Mr.  McCrery.  Well,  I  am  not  sure  what  vou  mean  by  that.  I 
mean  we  prescribe  the  benefits  that  are  available  under  Medicare 
just  like  we  prescribe  the  benefits  that  are  available  under  the 
Clinton  health  care  plan.  We  can  change  the  law  to  restrict,  in  ef- 
fect, the  amount  of  payments  that  the  government  makes  for  that 
program.  We  can  change  the  law  to  increase  the  amount  of  pay- 
ments that  beneficiaries  pay  to  the  system,  just  like  the  Clinton 
plan.  So  I  am  not  sure  I  understand  your  last  response. 

Mr.  Reischauer.  You  can  do  those  things,  but  you  have  not.  You 
have  not  put  overall  limits  on  the  growth  in  hospital  insurance  ex- 
penditures. What  you  have  done  is  nave  a  prospective  payment  sys- 
tem that  has  done  something  about  per-unit  cost,  but  not  about  the 
number  of  services  necessarily  provided.  And  that  is  quite  an  im- 
portant distinction. 

Mr.  McCrery.  It  is  only  a  distinction,  Dr.  Reischauer,  in  that  for 
Medicare  we  have  not  yet  assigned  an  entitlement  cap,  and  that  is 
all  we  are  doing,  isn't  it,  in  the  Clinton  health  care  plan? 
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Mr.  Reischauer.  It  is  one  step  more  than  just  an  entitlement 
cap.  It  is  a  cap  and  then  a  mechanism  to  effectuate  that  cap,  and 
that  is  the  difficult  issue. 

Mr.  McCrery.  I  will  give  you  that,  but  we  have  not  prescribed 
in  the  Clinton  health  care  plan,  have  we,  how  we  expect  to  reach 
that  cap,  how  we  expect  to  live  within  that  cap? 

Mr.  Reischauer.  The  actions  that  would  be  taken  to  meet  the 
cap  by  individual  plans  has  not  been  determined.  What  happens  to 
ensure  that  plans  stay  within  the  cap  is  set  out  in  the  law. 

Mr.  McCrery.  Let  me  quote  your  report.  On  page  33:  "Section 
9102  of  the  proposal  attempts  to  limit  Federal  liability  for  the  sub- 
sidy costs  of  the  program,  but  the  limitation  does  not  diminish  the 
Federal  Government  s  responsibilities  under  the  proposal.  The  pro- 
posal would  oblige  the  government  both  to  make  subsidy  payments 
on  behalf  of  employers  and  families  and  to  ensure  health  coverage 
for  all  eligible  people.  The  proposal  contains  no  provisions  for  limit- 
ing those  entitlements  in  the  face  of  a  funding  gap,  other  than  pro- 
viding for  expedited  congressional  consideration  of  the  matter." 

Now,  my  question  to  you  is  assuming  that  we  would  reach  that 
point  where  there  is  a  funding  gap,  and  I  think  history  would  indi- 
cate that  we  might  reach  that  point,  you  said  there  is  going  to  be 
expedited  congressional  consideration  of  the  matter.  At  that  point, 
what  were  our  options,  Dr.  Reischauer? 

What  are  your  congressional  options  at  that  point? 

Mr.  Reischauer.  Your  options  at  that  point  would  be,  number 
one,  to  scale  back  the  benefit  package;  number  two,  to  scale  back 
the  generosity  of  the  subsidies;  and  you  could  go  on  from  there  to 
other  options.  One,  of  course,  would  be  to  raise  the  cap. 

Mr.  McCrery.  Have  we  not  had  those  same  options  in  the  Medi- 
care program  for  years? 

Mr.  Reischauer.  Yes,  and  some  of  what  you  have  done  in  Medi- 
care over  the  last  7  years  has  been  quite  effective.  I  know  it  is  hard 
to  admit  that  Congress  might  have  done  some  good,  but  I  believe 
it  has  in  that  area. 

Mr.  KOPETSKI.  Mr.  Santorum  may  inquire. 

Mr.  Santorum.  Thank  you,  Mr.  Chairman. 

I  want  to  pursue  some  of  the  line  of  questioning  that  has  been 
taken  up  on  this  side  of  the  aisle,  which  is  this  is  going  to  save 
money  in  the  long  run. 

You  mentioned  early  on  that  your  cost  estimates  and  savings  es- 
timates are  less  certain  as  time  goes  on.  What  we  do  know,  and 
we  are  certain,  is  that  in  5  years  the  costs  will  go  up.  In  response 
to  Mr.  Kopetski's  questions  you  said  wages  will  go  up.  Obviously, 
if  costs  go  up  in  the  first  few  years,  wages  will  go  down  in  the  first 
few  years. 

You  also  say  that  the  reason  you  are  going  to  get  the  savings  in 
the  outyears  is  because  of  the  premium  caps,  that  Congress  will 
have  these  premium  caps  by  the  year  2000  which  will  then  result 
in  reductions  in  costs.  Yet,  you  make  a  very  strong  argument  in 
your  analysis  in  chapter  5,  pages  74  and  75  that  the  premium  caps 
are  really  unworkable  in  real  life;  that,  in  fact,  they  will  not  hap- 
pen because  they  will  result  in  consequences  that  will  be  untenable 
in  a  political  environment. 
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You  say  the  latter  might  take  the  form  of  longer  waiting  times 
for  nonemergency  services  including  visits  to  physicians,  diagnostic 
tests  and  elective  surgeries  and  reduced  access  to  new  high-cost 
medical  technologies  if  health  plans  become  more  selective  about 
the  technologies  they  adopt. 

So  really  you  are  saying  the  way  we  are  going  to  control  cost, 
save  money,  and  increase  wages  is  by  limiting  access  to  the  system 
in  the  outyears  and  thereby  reduce  cost. 

Mr.  Reischauer.  I  think  if  you  read  the  next  few  paragraphs 
and  the  paragraphs  before,  you  would  realize  that  that  paragraph 
said  this  might  be  one  effect;  another  effect  might  be  that 
unneeded  services  will  not  be  provided,  that  administrative  savings 
will  be  realized,  and  on  and  on,  and  CBO  does  not  know  what  the 
ramifications  of  this  would  be. 

Mr.  Santorum.  This  follows  with  what  Mr.  McCrery  was  saying, 
which  is,  the  real  teeth  in  this  thing  is  what  will  happen  with  these 
premium  caps  artificially  holding  down  the  cost  of  medical  care  and 
the  government  really  making  a  determination  through  as  you 
were  just  listing  whether  you  limit  access  to  services,  whether  you 
change  what  services  will  be  covered,  someone  here  is  going  to 
make  decisions  about  what  is  going  to  affect  real  life.  Or,  as  you 
have  suggested,  that  we  do  not  have  the  stomach  for  it  really  here 
to  make  those  kinds  of  limitations  on  a  population  and  real  life 
caps  do  not  work  when  it  comes  to  major  systems  like  this. 

That  it  is  just  much  too  complex  a  thing  to  deal  with.  Is  that  a 
fair  assessment? 

Mr.  Reischauer.  That  is  certainly  one  possibility.  As  I  said, 
what  we  were  trying  to  do  in  the  last  chapter  of  this  volume  is 
raise  these  sorts  of  concerns  and  say  that  our  judgment  as  econo- 
mists really  does  not  allow  us  much  insight  into  these  areas  but 
we  should  raise  them. 

Mr.  Santorum.  So  would  you  suggest  that  if  the  premium  caps 
were  not  held  to,  if  the  premium  caps  were  not  there,  if  in  fact  we 
allowed  the  continuation  of  services  as  the  need  arise,  if  this  was 
truly  an  entitlement  and  the  premium  caps  did  not  work  that  in 
fact  there  would  not  be  savings  in  the  outyears? 

Mr.  Reischauer.  Certainly  that  would  be  the  case  if  you  did  not 
have  effective  premium  caps. 

Mr.  Santorum.  That  leads  me  to  my  second  question,  which  is 
one  of  the  things  that  is  talked  about  in  the  Clinton  plan  are  the 
global  budget  aspects.  I  looked  pretty  hard  in  here,  but  I  didn't  find 
any  comment  about  global  budgets.  Don't  they  work? 

Mr.  Reischauer.  I  am  not  sure  you  have  a  global  budget  here. 
You  might  go  so  far  as  to  say 

Mr.  Santorum.  Isn't  the  National  Health  Care  Board  supposed 
to  set  a  global  budget? 

Mr.  Reischauer  [continuing].  It  is  a  hemispheric  budget. 

Mr.  Santorum.  All  right,  a  hemispheric  budget. 

Mr.  Reischauer.  Remember,  what  you  have  here  is  the  amount 
that  can  be  spent  in  regional  alliance  areas  for  a  basic  package  of 
services.  Outside  this  system,  outside  this  hemispheric  budget,  if 
you  will,  will  be  supplementary  insurance,  which  is  allowed. 

Mr.  Santorum.  I  understand. 

Mr.  Reischauer.  The  Armed  Services,  the  veterans'  system. 
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Mr.  Santorum.  Let  us  talk  about  the  hemispheric  budget,  then. 
Why  do  you  not  talk  about  that?  I  don't  see  that  you  score  that. 
You  do  not  count  this  as  some  sort  of  control  on  the  cost  of  the  sys- 
tem. I  mean  I  don't  see  it  here. 

Mr.  Reischauer.  That  is  how  we  got  our  estimate,  though,  by  as- 
suming that  these  limits  were  in  fact  effective. 

Mr.  Santorum.  What  limits  were  in  fact  effective? 

Mr.  Reischauer.  The  limits  on  premium  growth  for 

Mr.  Santorum.  I  am  talking  about  the  National  Health  Care 
Board  saying  we  are  going  to  set  so  much  money  to  be  spent  on 
health  care. 

Mr.  Reischauer.  That  is  not  what  the  National  Health  Board 
does.  The  National  Health  Board  says  that  for  the  regional  alliance 
in  the  Pittsburgh  area,  the  weighted  average  premium  can  rise  by 
4.1  percent  next  year.  That  is  what  it  says.  And  that  premium  is 
to  cover  this  standard  set  of  benefits. 

Mr.  KOPETSKI.  Mr.  Lewis  may  inquire. 

Mr.  Lewis.  Thank  you,  Mr.  Chairman. 

Mr.  Director,  I  am  very  delighted  and  pleased  to  see  you  here 
todav.  Like  my  colleagues,  I  also  want  to  thank  you  for  your  closing 
words.  They  were  very,  very  moving. 

You  have  made  what  I  believe  will  be  a  superb  contribution  to 
our  efforts  as  we  continue  down  this  very  long  and  tedious  road  to 
health  care  reform.  I  think  we  all  will  be  grateful  to  you  in  the 
days  and  years  to  come. 

Now,  Mr.  Director,  the  Federal  Government  mandates  that  em- 
ployers pay  a  minimum  wage,  does  it  not? 

Mr.  Reischauer.  Yes,  it  does. 

Mr.  Lewis.  You  are  so  right.  The  U.S.  Department  of  Labor  en- 
forces the  minimum  wage  law,  does  it  not? 

Mr.  Reischauer.  Yes,  it  does. 

Mr.  Lewis.  Are  wages,  minimum  wages,  considered  onbudget? 

Mr.  Reischauer.  No,  they  are  not. 

Mr.  Lewis.  Well,  the  health  benefit  requirement  we  have  been 
talking  about  looks  to  me  a  lot  like  a  little  change  in  the  minimum 
wage  requirement. 

Mr.  Reischauer.  That  is  one  we  struggled  with,  Mr.  Lewis,  and 
we  decided  that,  in  a  sense,  the  minimum  wage  is  really  defining 
the  structure  of  a  private  and  voluntary  transaction.  Nobody  is 
going  to  work  without  being  paid,  and  labor  is  voluntarily  giving 
its  work  effort  in  return  for  compensation.  And  what  the  minimum 
wage  does  is  put  parameters  around  that  bargain. 

That  is  a  very,  very  different  situation  from  one  in  which  we  say 
to  all  Americans,  workers  and  nonworkers,  "You  have  a  set  of  bene- 
fits that  you  are  entitled  to.  Here  they  are.  You  and  your  employer 
must  make  a  set  of  payments  for  those,  and  this  transaction  has 
to  occur  through  an  entity  that  does  not  exist.  And  once  it  does 
exist  as  the  regional  alliance,  it  will  have  no  other  function  except 
to  receive  payments  and  give  them  to  health  insurance  plans." 

That  is  really  quite  a  different  level  of  activity  than  saying  to  a 
private  entity  that  exists  for  another  purpose — to  make  widgets — 
that,  "When  you  make  widgets  and  you  enter  into  a  contract  with 
a  worker,  the  minimum  amount  you  must  pay  the  worker  is  $4.25." 
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Mr.  Lewis.  But,  Mr.  Director,  can  it  be  just  like  saying,  well,  you 
are  paying  a  minimum  wage,  couldn't  you  in  addition  just  pay  a 
minimal  health  benefit? 

Mr.  Reischauer.  You  are  saying  this  not  just  to  workers,  as  I 
said. 

Mr.  Lewis.  But  you  are  saying  it  to  the  employer. 

Mr.  Reischauer.  You  are  also 

Mr.  Lewis.  You  are  paying  it  firom  the  employer;  paying  the  min- 
imum wage. 

Mr.  Reischauer.  You  are  also  saying  to  people  who  are  totally 
out  of  the  labor  market,  who  might  be  sitting  in  northwest  Wash- 
ington not  working  at  all,  that  you  have  a  set  of  benefits  and  you 
must  make  a  set  of  payments. 

Mr.  Lewis.  OK.  Thank  you,  Mr.  Director. 

Thank  you,  Mr.  Chairman. 

Mr.  KOPETSKI.  Mr.  Grandy. 

Mr.  Grandy.  Thank  you,  Mr.  Chairman. 

Dr.  Reischauer,  I  guess  I  have  to  concur  with  my  colleagues  that 
supposedly  the  cosmic  debate  we  are  having  today  about  whether 
this  should  be  on-  or  ofifbudget  is  something  of  a  tempest  in  a  tea- 
pot. You  are  a  small  employer  and  are  looking  at  an  80  percent  re- 
quirement to  pay  health  benefits,  who  cares  whether  it  is  scored 
onbudget  or  off-  or  whether  it  is  a  tax  or  an  unfunded  mandate. 

Mr.  Reischauer.  I  couldn't  agree  with  you  more.  I  think  from 
the  perspective  of  an  employer,  the  employer  could  not  care  less. 

Mr.  Grandy.  And  I  don't  mean  to  demean  the  work  you  have 
done,  the  chairman  and  I  walked  back  from  the  floor  together  and 
a  reporter  stopped  us  and  said  "Do  vou  think  the  Reischauer  report 
is  damning  to  the  Clinton  proposal? ' 

Sooner  or  later  we  had  to  find  out  what  the  cost  is.  That  is  what 
you  do  for  a  living  around  here.  We  expect  you  to  do  that  and  any- 
body who  thinks  this  level  of  behavior  modification  is  not  going  to 
cost  a  ton  of  money,  probably  needs  artificial  respiration  them- 
selves. No  matter  what  bill  we  are  talking  about. 

There  is  no  cost  saving  way  to  do  this,  I  don't  think. 

One  of  the  things,  and  I  wanted  to  talk  about  it,  is  the  difference 
between  savings  and  shifting.  Because  in  almost  all  of  the  health 
care  plans  before  us,  the  possibility  of  the  single  payer  plans  not- 
withstanding being  excepted,  it  seems  to  me  the  one  thing  we  have 
only  talked  about  briefly  with  Mr.  McCrery  and  the  ones  that  have 
followed  him  is  the  whole  question  of  Medicare  and  what  we  are 
not  talking  about.  And  again,  your  estimates,  I  guess  you  estimate 
that  Medicare  savings  at  $103  billion  over  5  years,  which  is  about 
$13  billion  less  than  the  administration.  But  the  collected  added 
cost  of  the  long-term  care  benefit  in  the  prescription  drug  benefit 
is  close  to  $139  billion. 

Similarly,  the  cost  of  the  long-term  care  and  the  prescription 
drug  benefit  in  the  President's  plan  is  close  to  $131  billion. 

So  the  problem  is,  yes,  we  are  getting  those  savings  through  re- 
duction in  reimbursement  to  hospitals  and  providers,  but  we  are 
expanding  the  program  and  it  seems  as  though  there  is  no  net  sav- 
ings to  be  made.  The  cost  is  increasing.  But  unfortunately,  going 
back  to  the  real  world  here — this  is  a  side-bv-side  that  was  pre- 
pared for  me.  Dr.  Reischauer,  and  you  probably  do  not  have  this — 
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but  all  I  am  saying  is  that  you  talked  about  restraining  Medicare. 
Clearly,  the  Clinton  budget  does  that.  But  what  is  restraint  to  you 
and  the  President  is  an  enormous  cost  shift  to  small  health  care 
providers,  particularly  rural  hospitals  that  are  already  burdened 
under  last  year's  budget  and  looking  at  $125  billion  out  of  Medicare 
as  a  death  knell  for  a  lot  of  rural  providers. 

It  seems  to  me  if  we  are  going  to  undertake  something  that  is 
going  to  be  this  massive  and  this  expensive,  any  plan  that  we  un- 
dertake, whether  it  is  Mr.  McDermott's  plan  or  a  plan  that  Mr. 
Cooper  and  I  have  prepared,  or  the  President's  plan,  has  to  address 
Medicare  reform.  We  have  to  talk  about  managing  the  cost  of  that 
entitlement.  Not  just  restraining  them  but  looking  at  either  man- 
aged care  options  for  them  or  talking  about  some  kind  of  waiver 
whereby  States  perhaps  can  put  these  populations  into  integrated 
kinds  of  systems,  the  way  we  are  doing  with  our  Medicaid  popu- 
lations. 

Doesn't  that  have  to  be  part  of  the  long-term  health  care  strat- 
egy, so  that  we  are  not  just  restraining,  we  are  reforming,  and  we 
are  not  just  shifting  cost,  we  are  really  saving  it? 

Mr.  Reischauer.  Well,  I  think  the  President's  proposal  is  really 
quite  innovative  in  this  respect,  because  it  would  allow  people, 
when  they  turn  65,  to  remain  in  their  regional  alliance  plan  if  that 
plan  met  certain  specifications.  Nobody  knows  how  the  American 
population  will  respond  to  this  option,  but  it  would  not  surprise  me 
at  all  if  the  vast  majority  of  people  reaching  age  65  under  the 
President's  plan  would  say,  "I  have  gotten  pretty  good  service 
through  the  health  plan  and  the  regional  alliance  that  I  have  been 
a  part  of  for  the  last  20  years.  I  am  just  going  to  stick  with  it." 
And  what  you  will  see  then  is  the  integration  of  the  elderly  popu- 
lation into  health  care  plans  that  are  serving  the  population  at 
large.  And  that  might  be  a  tremendous  step  forward. 

Mr.  Grandy.  But  you  said  20  years.  I  mean  are  we  talking  about 
having  to  condition  these  folks  over  20  years  to  wean  them  out  of 
Medicare. 

Mr.  Reischauer.  I  am  saying  this  kind  of  thing  happens  gradu- 
ally as  people  turn  65,  and  that  is  when  you  have  the  option. 

Mr.  KOPETSKI.  Mr.  Reynolds  may  inquire. 

Mr.  Reynolds.  Thank  you,  Mr.  Chairman. 

The  question  I  have  is  something  that  relates  to  something  you 
said  earlier  about  what  we  should  come  out  of  today  with.  In  your 
opinion,  is  there  anything  you  said  today  that  would  doom  the 
Clinton  health  care  plan? 

Mr.  Reischauer.  I  am  not  a  judge  of  that. 

Mr.  Reynolds.  Well,  you  said  that — I  don't  know  what  phrase 
you  used,  I  think  it  was  the  phrase  hit-and-run  journalists.  I  think 
those  were  your  words. 

Mr.  Reischauer.  Yes,  I  did,  and  I  was  referring  to  certainly  not 
all  journalists  or  not  all  pundits. 

Mr.  Reynolds.  I  am  certain  of  that. 

Mr.  Reischauer.  But  there  are  those  in  town  who  will  grab  any 
number  and  run  out  and  make  a  big  deal  out  of  it  without  putting 
it  in  proper  perspective. 

What  I  was  trying  to  say  is  some  of  these  numbers,  a  $30  billion 
increase  in  the  deficit  in  one  particular  year,  are  not  large  and 
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really  have  to  be  weighed  against  the  advantages  and  disadvan- 
tages that  might  flow  from  a  radically  altered  system  of  health  care 
in  this  country. 

Mr.  Reynolds.  So  if  one  keeps  what  you  said  today  in  its  proper 
perspective,  then  one  should  not  get  the  impression  that  what  you 
said  today  would  doom  the  Clinton  health  care  plan. 

Mr.  Reischauer.  I  hope  the  Clinton  health  care  plan  will  be  de- 
bated on  its  merits,  not  on  its  labels. 

Mr.  Reynolds.  Thank  you,  Mr.  Chairman. 

Mr.  KoPETSKL  Thank  you,  Mr.  Reynolds. 

The  gentleman  from  New  York,  Mr.  Rangel,  may.  inquire. 

Mr.  Rangel.  Your  testimony  created  an  atmosphere  that  re- 
minded me  of  Rodney  King  when  he  says  "Can't  we  work  to- 
gether"? I  gather  that  you  economists,  once  you  find  out  where  all 
of  you  are  starting  from,  can  certainly  reach  the  same  conclusions, 
and  it  just  means  that  the  White  House  had  one  premise  and  CBO, 
with  its  independence,  had  another.  The  differences  could  be 
worked  out  if  people  were  working  together  trying  to  get  closer  to 
where  they  are  starting  out  from  to  make  their  assumptions. 

It  just  seems  to  me  that  I  don't  think  anything  is  doomed  and 
certainly  nothing  is  being  supported.  You  are  giving  your  assump- 
tions based  on  different  data  that  the  White  House  has.  And  I  as- 
sume sooner  or  later  we  will  be  asking  you  to  come  back  to  help 
us  evaluate  changes  that  are  going  to  oe  made  in  the  President's 
proposal  that  would  bring  us  closer  to  reducing  the  amounts  that 
are  being  spent. 

Now,  I  noticed  that  with  all  the  questions  that  you  were  answer- 
ing yes  and  no,  when  it  came  to  quality  of  care,  you  just  left  that 
one  alone.  I  don't  know  how  you  could  measure  it,  but  poor  folks 
have  access  to  something  now  and  it  is  poor  care.  And  giving  them 
a  piece  of  plastic  without  the  care  is  access  to  nothing.  So,  to  me, 
if  you  are  not  measuring  the  quality  of  care,  I  don't  know  what  it 
is  going  to  cost  me,  because  my  kind  of  care  is  very,  very  expensive 
because  of  lack  of  doctors  to  visit.  So  I  don't  know  how  economists 
would  measure  that.  Do  you  measure  it  based  on  how  long  it  takes 
to  revive  a  child  bom  addicted  to  drugs?  Do  you  include  the  gun- 
shot wounds  in  these  districts;  the  AIDS,  the  tuberculosis;  the 
things  that  are  connected  with  alcoholism;  the  intensive  care  use? 

These  are  expenses  now  that — I  would  believe  that  the  poorer 
communities  get  more  of  the  health  dollars  than  any  other  commu- 
nity because  it  is  at  the  end  of  the  line.  Now,  if  you  do  not  believe 
that  is  going  to  change,  why  would  not  quality  of  care  have  some 
type  of  interpretation  into  dollars  as  to  what  it  is  going  to  cost? 

Mr.  Reischauer.  Mr.  Rangel,  I  think  it  is  probably  almost  un- 
questioned that  under  a  plan  like  the  President's  or  under  many 
of  the  other  fundamental  reforms  that  have  been  proposed,  low-in- 
come Americans  and  those  who  lack  health  insurance  now  would 
receive  both  more  services  and  a  better  quality  of  service  in  the  fu- 
ture. 

Mr.  Rangel.  That  is  not  my  question.  I  am  talking  about  those 
that  have  Medicaid  right  now  and  they  go  into,  they  sleep  in  the 
street,  they  go  into  a  hospital  when  they  want. 

Mr.  Reischauer.  I  am  suggesting  that  often  the  quality  of  care 
they  receive  is  not  particularly  good.  It  might  be  very  expensive, 
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but  often  it  is  provided  in  overcrowded  institutions  with  over- 
worked staffs  and  quality  suffers. 

Mr.  Rangel.  What  makes  you  think  that  the  President's  plan  is 
going  to  change  that?  In  other  words 

Mr.  Reischauer.  Because  those  individuals  would  be 
mainstreamed.  They  would  be  in  the  same  health  plans  that  you 
and  I  are  in. 

Mr.  Rangel.  No.  If  the  doctors  are  not  there,  you  can  be  in  the 
plan,  but  if  you  cannot  get  to  the  doctor 

Mr.  Reischauer.  One  reason  the  doctors  are  not  there  is  that  re- 
imbursement rates  for  Medicaid  are  abysmally  low.  The  reimburse- 
ment rates  under  the  President's  plan  and  other  plans  would  be 
equalized.  So  more  resources  would  flow  into  those  areas. 

Mr.  Rangel.  Well,  if  it  is  a  competitive  system,  what  alliance  in 
the  world  would  want  to  compete  for  a  community  that  is 
healthwise  half  dead  and  has  a  problem  of  addiction  which  not 
even  the  administration  knows  whether  there  is  a  cure?  I  don't  see 
where  the  improvement  would  be.  They  could  get  the  bad  health 
care  that  exists  in  the  hospital. 

Mr.  Reischauer.  If  your  question  is,  will  reforming  the  health 
care  system  solve  some  larger  societal  problems,  clearly  the  answer 
is  no.  Should  we  address  those?  Clearly  the  answer  is  yes. 

Mr.  Rangel.  So  mine  is  not  even  in  the  plan.  I  have  a  larger  so- 
cietal problem.  I  thought  it  was  just  a  health  problem  in  poor  com- 
munities but  mine  is  so  large  now  and  cannot  even  be  perceived 
in  health  reform. 

Mr.  KOPETSKI.  Mr.  Thomas  will  inquire. 

Mr.  Rangel.  Worse  than  I  thought. 

Mr.  Thomas.  Thank  you,  Mr.  Chairman.  I  think  part  of  the  prob- 
lem, if  there  is  a  problem  with  what  you  have  presented  and  how 
you  have  presented  it.  Dr.  Reischauer,  is  the  reaction  I  read  from 
White  House  press  representative  and,  apparently,  from  partly 
what  the  President  said  in  Louisiana  today — ^basically  the  Presi- 
dent did  not  want  it  on  the  budget.  They  thought  they  had  set  up 
a  system  in  which  they  could  have  their  cake  and  eat  it  too.  In  es- 
sence, they  could  have  their  program  with  universal  coverage,  the 
mother  of  all  entitlements,  and  not  have  it  show  up  on  the  budget. 

I  think  it  is  a  very  healthy  exercise  we  have  gone  through.  I 
agree  with  Mr.  Cardin  and  Mr.  McDermott.  If  we  are  going  to 
make  the  kinds  of  changes  we  are  talking  about,  people  had  better 
understand  the  full  ramifications  of  it  and  by  placing  all  the  num- 
bers on  the  table  we  will  be  doing  just  that,  regardless  of  which 
plan  we  look  at. 

The  second  thing  I  think  we  are  going  to  have  to  spend  some 
time  disabusing  our  colleagues  of  is  you  can  take  your  presen- 
tation, examine  for  example  if  alliances  and  say  oh  we  just  adjust 
this  in  the  way  the  alliances  operates  and  then  we  will  not  have 
that  dollar  come  out  of  service  or  if  we  can  just  change  this  or  that. 

You  have  to  understand  the  President's  plan  was  built  very  care- 
fully, I  think,  with  the  alliances  as  the  centerpiece,  in  part  to  make 
sure  it  did  not  come  out  onbudget;  but,  more  importantly  than  that, 
it  is  the  artery  and  the  veins  conducting  the  money  through  the 
system,  and  that  we  are  going  to  have  to  examine  the  entire  pro- 
gram. 
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Now,  your  analysis  says  that  the  $60  bilHon  savings  of  deficit  re- 
duction that  the  president  anticipated  is  in  fact  a  $74  bilHon  in- 
crease in  the  deficit  between  1995  and  the  year  2000.  That  is  a 
problem  for  them  to  deal  with,  because  as  I  said  earlier,  they  have 
that  $41  billion  cushion,  as  they  call  it,  in  the  budget  and  they 
have  a  net  of  cushion  throughout  dealing  with  certain  numbers.  So 
there  will  be  an  immediate  budget  adjustment  if  in  fact  they  buy 
your  numbers. 

I  would  like  to  ask  you  a  different  question.  In  the  President's 
plan,  outside  the  year  2000,  he  advocates  a  cap  on  the  fringe  bene- 
fit in  the  Tax  Code.  I  have  a  bill,  H.R.  3704,  which  provides  univer- 
sal coverage  through  an  individual  mandate,  but  it  is  not  paid  for 
unless  savings  are  certified  out  of  a  12  percent  to  a  7  percent  re- 
duction in  Medicare  over  the  next  10  years,  which  I  think  is  a  rea- 
sonable reduction,  but  it  has  a  tax  cap  in  it  on  those  fringe  benefits 
as  a  cost  saving  measure. 

Did  you  spend  any  time  at  all  looking  at  the  President's  tax  cap, 
since  it  is  outside  the  year  2000?  Have  you  ruminated  on  the  tax 
cap?  Is  that  in  fact  a  cost  savings  device?  And  are  you  familiar  at 
all  with  H.R.  3704  and  does  it  work?  I  am  trying  to  get  another 
horse  in  the  race,  and  I  believe  it  does,  and  I  want  to  know  if  you 
have  looked  at  it.  I  have  been  anxiously  awaiting  the  numbers  on 
my  bill. 

Mr.  Reischauer.  It  comes  into  effect  in  the  year  2004 

Mr.  Thomas.  In  the  President's  plan. 

Mr.  Reischauer  [continuing].  Which  is  the  last  year  of  our  esti- 
mates. The  Joint  Committee  on  Taxation  has  taken  the  tax  cap 
into  account  in  its  revenue  estimates,  but  I  think  it  is  a  tiny  num- 
ber. I  will  be  glad  to  provide  it  for  the  record. 

[The  following  was  subsequently  received:] 

It  has  a  neglible  impact  in  that  year. 

Mr.  Thomas.  And  what  would  happen  if  in  fact  the  tax  cap  were 
to  take  effect  in  1995? 

Mr.  Reischauer.  Well,  remember,  that  the  tax  cap,  I  believe  in 
the  President's  budget. 

Mr.  Thomas.  I  was  referring  to  H.R.  3704. 

Mr.  Reischauer.  Oh,  yours? 

Mr.  Thomas.  Yes. 

Mr.  Reischauer.  I  apologize. 

Mr.  Thomas.  Sorry. 

Mr,  Reischauer.  Quite  frankly,  we  have  not  given  your  proposal 
the  scrutiny  it  deserves,  I  am  sure.  We  have  been  so  busy  doing 
this  other  one. 

Mr,  Thomas.  Is  it  going  to  get  the  scrutiny  it  deserves? 

Mr,  Reischauer.  I  await  the  word  from  the  bipartisan  leadership 


on  that.  But  let  me  iust  say  we  have  a  relatively  small  staff 

Mr.  Thomas.  I  don  t  understand  that  remark.  Are  you  telling  me 
that  a  Member  of  Congress,  who  has  a  plan,  the  Chafee-Thomas 
plan,  which  has  been  publicized  as  a  possible  solution,  is  not  going 
to  be  analyzed  by  the  Congressional  Budget  Office  unless  the  bipar- 
tisan leadership  tells  you  to  look  at  it? 

Are  you  awaiting  the  word  from  the  bipartisan  leadership  to  ana- 
lyze that  plan  or  was  that  a  facetious  remark? 
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Mr.  Reischauer.  Let  me  say  that  we  have  a  relatively  limited 
staff  in  the  Congressional  Budget  Office  that  has  a  series  of  regular 
requirements  that  help  to  keep  the  Congress  working  on  its  regular 
budget  process  activities.  That  goes  on  day  in  and  day  out.  On  top 
of  that,  we  have  had  a  major  effort  underway  to  help  you  with  re- 
spect to  health  care  reform.  It  took  a  lot  of  resources  to  analyze  the 
President's  proposal.  People  worked  day  and  night,  weekends,  for 
a  number  of  months. 

We  also  devoted  considerable  resources  to  Mr.  McDermott's  plan. 
There  are  at  least  a  dozen  major  plans  out  there  that  we  have  been 
requested  to  analyze.  We  do  not  have  the  staff  capable  of  doing 
them  all.  So  the  question  is,  how  do  we  decide  which  ones  we 
should  do?  My  answer  is  to  go  to  the  bipartisan  leadership  and  ask 
them. 

Mr.  Thomas.  Is  that  on  both  sides  of  the  aisle;  both  sides  of  the 
Capitol? 

Mr.  Reischauer.  Bipartisan  and  both  sides  of  the  Capitol. 

Mr.  Thomas.  I  guess  Minority  Leader  Dole  needs  to  know  his  co- 
sponsorship  of  that  measure  on  the  Senate  side  may  not  be  as  in- 
fluential as  he  thought  it  was. 

Mr.  Reischauer.  Mr.  Thomas,  I  have  not  talked  to  them  yet. 

Mr.  KOPETSKI.  Mrs.  Kennelly. 

Mrs.  Kennelly.  Yes,  the  question  I  wanted  to  ask  is  in  relation 
to  something  that  has  just  been  discussed  by  Mr.  Thomas. 

Doctor,  last  week  we  had  a  great  deal  of  attention  paid  to  the 
Cooper  plan,  and  it  was  in  the  headlines,  it  was  covered  quite 
heavily  by  the  media.  So  I  just  want  to  further  ask  you,  do  you 
think  you  will  be  giving  the  same  analysis  to  the  Cooper  plan  that 
was  given  to  the  Clinton  plan  in  the  future?  Is  the  answer  the 
same;  when  you  get  the  directive? 

Mr.  Reischauer.  My  answer,  I  think,  is  the  same  one  I  just  gave 
to  Mr.  Thomas:  Some  people  at  CBO  would  like  to  take  a  weekend 
off,  and  then  after  that  we  will  sit  down  and  begin  analyzing  the 
next  plans  that  are  most  important  to  the  Congress. 

Mrs.  Kennelly.  OK. 

Thank  you.  Dr.  Reischauer. 

Mr.  Kopetski.  Mrs.  Johnson  may  inquire. 

Mrs.  Johnson.  Thank  you. 

Just  for  the  record,  Dr.  Reischauer,  the  House  Republicans  intro- 
duced a  comprehensive  health  care  reform  bill  months  before  the 
President's  bill  was  in  and  you  started  work  on  it.  We  have  not  yet 
received  a  CBO  estimate  of  the  costs  of  our  bill. 

Furthermore,  while  you  have  done  the  single-payer  bill  and  now 
the  President's  bill,  you  have  not  yet  given  us  an  estimate  on  the 
bipartisan  Cooper-Grandy  bill,  which  involves  also  this  tax  mecha- 
nism, or  the  major  House-Senate  Republican  alternative,  Chafee- 
Thomas,  both  of  which  have  received  a  lot  of  press,  are  well-known 
and  understood  by  the  community  interested  in  this,  and  I  hope 
that  your  staff  will  not  take  a  weekend  off  until  they  give  a  good 
estimate  of  some  of  the  major  Republican  alternatives,  and  the  bi- 
partisan alternatives — some  of  which  have  been  out  there  and  in 
your  office  well  before  the  President's  bill  was  there. 

Now,  laying  that  aside 
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Mr.  Reischauer.  Mrs.  Johnson,  we  did  an  analysis  of  the  Cooper 
plan  as  it  was  introduced  in  the  last  Congress. 

Mrs.  Johnson.  Right.  I  am  talking  about  it  as  a  bipartisan  ini- 
tiative and  the  two  major  Republican  initiatives,  neither  of  which 
have  received  a  CBO  report  of  the  substance  and  breadth  that  the 
single  payer  or  the  President's  proposal  has. 

Mr.  Reischauer.  We  also  included  in  that  report  an  analysis  of 
Minority  Leader  Michel's  plan  that  was  introduced  in  the  102d 
Congress  as  well.  So,  in  fact,  two  of  the  four  plans  that  we  did  first 
were  among  those  that  you  just  mentioned. 

I  believe  the  legislative  language  for  the  Chafee-Thomas  alter- 
native was  not  available  until  December. 

Mrs.  Johnson.  Well,  the  earlier  Michel  bill  and  the  earlier  Coo- 
per bill  are  quite  different  from  the  current  Michel  bill,  which  was 
introduced  1  year  later,  or  the  bipartisan  Cooper  bill  that  was  in- 
troduced some  months  ago. 

Mr.  Reischauer.  The  new  version  of  the  Cooper  bill  was  avail- 
able in  legislative  language  after  the  President's  bill  was  available. 

Mrs.  Johnson.  I  hope  those  other  alternatives,  because  they  are 
major  players  in  the  field,  receive  the  attention  they  deserve,  and 
certainly  the  Michel  bill,  in  its  rewritten  form,  was  there  before  the 
President's  plan  was  there. 

You  said  in  your  comments  that  the  premiums  were  going  to  be 
15  percent  more  expensive  than  the  President  had  proposed.  What 
percent  of  the  population,  then,  will  experience  an  increase  in  pre- 
miums? 

Mr.  Reischauer.  With  the  methodology  we  used,  we  cannot  pro- 
vide a  number  like  that. 

Mrs.  Johnson.  That  is  interesting  because  the  administration 
could  answer  that  in  Senate  hearings. 

Mr.  Reischauer.  They  used  a  slightly  different  methodology,  and 
to  answer  that  question,  which  we  know  is  an  important  one,  will 
take  an  awful  lot  of  work  on  our  part.  Once  again,  our  resources 
are  limited.  We  are  not  the  administration,  which  has  500  people 
working  on  something  like  that. 

Mrs.  Johnson.  I  understand  that.  I  appreciate  that  but  I  think 
that  is  an  important  question.  We  do  need  to  know  how  many  peo- 
ple are  going  to  experience  an  increase  in  premiums. 

Second,  all  through  this  hearing  you  have  been  asked  how  much 
money  will  be  saved  and  so  on  and  so  forth.  I  just  want  it  to  be 
absolutely  clear  on  the  record  that  when  you  say  that,  you  are  as- 
suming that  the  President's  plan  will  work  the  way  he  anticipates 
it  will  work;  is  that  not  so? 

Mr.  Reischauer.  That  is  correct. 

Mrs.  Johnson.  Yes.  And  I  think  that  is  important  because,  for 
instance,  just  in  regard  to  the  small  issue  of  regional  alliances, 
which  is  only  one  piece  of  the  President's  plan,  your  report  says  the 
regional  alliances  combine  the  functions  of  purchasing  agent,  con- 
tract negotiators,  welfare  agencies,  financial  intermediary,  collec- 
tors of  premiums,  developers  and  managers  of  information  systems, 
coordinators  of  the  fiow  of  information  and  money  between  them- 
selves and  other  alliances.  They  would  also  have  to  implement  the 
controls  on  premiums  under  the  direction  of  the  national  health 
board.  Any  one  of  these  functions  could  be  a  major  undertaking  for 
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an  existing  agency  with  some  experience  let  alone  for  a  new  agency 
that  would  have  to  perform  them  all. 

I  really  commend  you  on  the  depth  of  analysis  toward  the  end 
of  your  report  and,  really,  the  challenge  this  plan  represents  in 
terms  of  creating  new  institutions  and  requiring  them  to  carry  out 
responsibilities  that  have  never  been,  in  many  instances,  shoul- 
dered by  any  agency,  never  mind  a  new  agency. 

And  so  it  really  does  suggest  that  it  will  be  very  hard  for  this 
plan  to  function  the  way  the  President  has  proposed  right  out  of 
the  gate.  And,  therefore,  it  calls  into  question  the  savings  that  your 
very  good  work  has  estimated  are  there. 

But  they  are  just  there  if  everything  works  according  to  plan.  I 
think  the  question  of  whether  it  can  work  according  to  plan  and 
whether  there  will  be  the  political  will  to  assure  it  works  according 
to  plan  are  really  very,  very  great  questions. 

I  wanted  to  be  sure  that  was  clear. 

Mr.  KOPETSKI  [presiding].  I  remind  the  committee  that  we  do  ap- 
preciate, and  I  am  sure  all  of  us  do,  the  work  of  CBO  and  the  fact 
that  this  last  year  they  did  have  the  reconciliation  bill  that  they 
had  to  spend  a  lot  of  time  on,  in  addition  to  the  regular  budget  bills 
and  other  bills  and  other  committees  throughout — on  both  sides  of 
the  Hill.  The  workload  is  intense  and  tough  decisions  have  to  be 
made  about  whose  bill  gets  analyzed. 

So  now  with  it  being  the  gentleman  from  Washington,  Mr. 
McDermott's  turn  to  inquire,  he  may  want  to  answer  the  question 
of  how  he  convinced  the  House  and  Senate  bipartisan  leadership  to 
do  an  analysis  of  his  bill. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

Dr.  Reischauer,  I  want  to  apologize,  after  listening  to  all  of  this, 
for  anything  unpleasant  I  might  have  thought  about  your  job.  Actu- 
ally, we  did  it  by  putting  it  in  on  March  3  in  written  form. 

But  I  would  like  to  ask  you  a  question,  because  I  really  think 
that  this  debate  hopefully  can  be  an  apples-and-apples  kind  of  dis- 
cussion as  we  go  through  over  it  the  next  few  months. 

In  our  bill,  you  estimated  the  administrative  savings  at  being  up 
to  $100  billion  per  year,  which  would  cut  the  administrative  costs 
from  7  percent  down  to  3.5  percent  by  the  fourth  year.  I  looked 
through  this  report  on  the  President's  plan.  I  don't  find  a  com- 
parable set  of  figures  on  what  you  anticipate  to  be  the  administra- 
tive savings  in  that  proposal.  Could  you  give  them  to  us? 

Mr.  Reischauer.  I  am  not  sure  we  have  the  ability  to  do  that. 
There  is  an  administrative  cost  associated  with  the  alliances,  a 
maximum  amount  that  can  be  spent  by  them.  With  respect  to  the 
insurance  plans,  I  am  not  sure  that  there  is.  No. 

Mr.  McDermott.  So  the  overall  health  care  expenditures  in  this 
country,  you  are  unable  to  make  a  gross  decision  on  what  kind  of 
administrative  costs  there  would  be  in  it;  is  that  what  you  are  say- 
ing? 

Mr.  Reischauer.  The  assumption  apparently  is  that  it  is  about 
11  percent  for  the  plans,  and  then  there  are  additional  administra- 
tive costs  in  the  alliances,  which  I  believe  can  be  up  to  2.5  percent 
of  the  premium  payments.  And  there  would  obviously  be  adminis- 
trative costs  in  the  Federal  Government  associated  with  the  Na- 
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tional  Health  Board  and  with  other  expenditures  in  the  Depart- 
ments of  HHS  and  Labor. 

Mr.  McDermott.  It  would  be  fair  then  to  say  that  there  would 
be — the  comparable  figure  would  be  some  combination  of  11  per- 
cent in  the  plan  level,  another  2  percent  administrative  costs  at  the 
alliance  level,  and  then  some  administrative  costs  at  the  Federal 
level  above  that;  is  that  fair? 

Mr.  Reischauer.  Two-and-a-half  percent  at  the  alliance  level. 

Mr.  McDermott.  And  11  percent  at  the  plan  level. 

Mr.  Reischauer.  Plan  level. 

Mr.  McDermott.  Let  me  ask  one  other  question. 

There  was  a  figure  that  you  used  in  the  single-payer  plan  esti- 
mate that  there  be  50  percent  additional  utilization.  Did  you  make 
a  comparable  kind  of  assessment  of  the  President's  plan,  what  ad- 
ditional utilization  there  would  be  because  of  the  President's  plan? 

Mr.  Reischauer.  No,  we  didn't. 

Mr.  McDermott.  You  did  not? 

Mr.  Reischauer.  No. 

Mr.  McDermott.  You  assumed  that  if  you  covered  35  million 
more  people  with  a  health  insurance  plan,  there  would  be  no  addi- 
tional utilization? 

Mr.  Reischauer.  No,  it  is  not  necessary  to  make  an  assumption 
of  that  sort  because  for  the  standard  package  of  benefits  there  is 
a  premium  limit.  The  way  we  developed  our  original  premium  esti- 
mate— and  this  is  a  method  that  is  spelled  out  in  the  bill — was  to 
take  existing  spending  and  then  increase  it  for  the  increased  utili- 
zation that  will  occur  because  people  will  become  insured  and  the 
increased  utilization  associated  with  the  fact  that  some  people  will 
get  better  coverage  than  they  had  in  the  past.  All  that  was  built 
into  the  way  we  developed  our  premium  numbers. 

Mr.  McDermott.  Which  is  why  your  premium  numbers  went 
higher  than  the  President's  number  in  order  to  deliver  that  level 
of  benefits? 

Mr.  Reischauer.  I  am  not  sure  that  is  why,  because  they  have 
also  built  these  kinds  of  changes  into  their  numbers. 

Mr.  McDermott.  What  is  it  that  led  you  to  the  decision  that 
their  assumptions  of  premiums  were  too  low  and  had  to  be  in- 
creased by  15  percent? 

Mr.  Reischauer.  We  didn't  look  at  theirs.  We  took  the  instruc- 
tions that  are  laid  out  in  the  bill  and  went  through  the  exercise 
and  came  up  with  our  own  number.  Then  we  looked  back  and  com- 
pared it  with  theirs. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski  [presiding].  Mr.  Director,  thank  you 
very  much  for  joining  us.  I  think  you  have  shed  a  great  deal  of 
light  on  the  problems  that  this  committee  is  going  to  be  facing.  I 
just  hope  that  you  will  be  available  in  the  future,  if  need  be,  to  join 
with  us  and  help  us  come  to  some  resolve. 

Thank  you  very  much. 

Mr.  Reischauer.  Thank  you. 

Chairman  Rostenkowski.  The  committee  stands  adjourned. 

[Whereupon,  at  5:06  p.m.,  the  hearing  was  adjourned.] 

[A  submission  for  the  record  follows:] 
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aN  EVALU>-TIOr  OF  H.  B.  3600 
By  Michael  S-  ii'arch,  fh.  It.,    2eu5  itanforo  i»v.,  Boulaer,  CO  a0303 

The  following  points  are  subuitteci  as  ;.iy  personal  evalubtion  of  the 
Presiaent'3  healtu  bill  for  inclusion  in  your  hearing:  record.   In  the 
Bureau  of  the  Budget  I  die  analysis  ol  heslth  programs,  including 
^ecico-re  and  i:ecicaic  ir  1965. 

1.  This  bill  projioses  ar.  increcitly  complex,  multi -layered  organization. 
The  insurance  coiapanies,  the  nev>'  layer  of"he»ltl:i  alliances",  snc  nunerou* 
hfc_lth  delivery  or.;at)  izr  tions  woulo  be  a  disorgonizeo  ,  bure&ucraticalj.y 
costly  r.onsjisteEi.   The  existing  liedicare  syateci  woulc  be  much  better 

as  1.  riiodel,  especially  if  the  "fit.CL.1  intenueaiaries"  were  eliminated. 

2.  It  ooes  not  make  sense  to  permit  lari:e  corporations  to  opt  out 

of  the  system — anc  it  makes  no  senbe  whatever  to  subsioize  their  earlj 
retirees  witn  ?eatral  funds.   All  the  people  atioulc  be  unoer  a  single 
nationwice  system  witn  universal,  guaranteed  coverage.   The  icea  of 
50  State  ejatems  ia  contrary  to  the  concept  of  universal  coverage, 
because  people  move  irj  large  numbers  among  the  States  ano  would  suffer 
gaps  in  coverage  curing  moves.  Create  one,  good  national  systeiu  which 
treats  all  citizens  equally.   Expansion  of  ikiecioare  woula  be  good. 

3.  1  do  not  see  va.y  the  nation's  nealth  system  shoulc  be  aominateo  by 
a  half-dozen  insurance  companies  with  incredibly  nigh  salaries  which 
cost  as  much  for  an  executive  as  the  health  care  for  125  or  250  families. 
With  universal  coverage  there  Vkoulc  be  no  need  for  unaerwrit in;;  — and 
the  Clinton  bill  posits  an  unworkable  system  for  collecting  premiums 
which  woulc  leave  many  people  out  of  insurance.   The  best  way  to  collect 
premiums  woulc  be  through  the  existing  FICA  or  HI  systems.   But  instead 
of  levying  just  on  payrolls,  I  suggest  that  the  levy  be  made  on  total 
income  of  each  family,  including  their  "unearneo  income"  ana  ttx  exempt 
income  because  a  great  deal  of  the  nation's  income  is  in  these  categories 
which  shoulo  bear  a  fair  share  of  thia  social  program.   On  the  spending 
sioe  low-incoi.'ie  states  anc  art-as  should  receive  higher  ratios. 

4.  i:either  the  ideas  of "managed  eare"  nor  of  "competition"  as  controlling 
principles  of  health  care  are  truly  valid.   Ueoicare  recently  has  de- 
cided that  woulc  stop  forcing  patients  into  KUOa  because  they  are  more 
costly.  'He    have  had  ^competition"  in  the  health  field  in  past  years 

and  the  result  has  been  sky-high  earnin^^s  by  doctors  ?ina  health  conipany 
ants    irisurence  company  executives.   Pharmaceutical  companies  have 
enriched  their  stocktiolders  by  squeezing  patients  with  nigh  prices. 
i  carriec  an  iiijiiense  buraen  in  the  Government  as  a,  senior  civil  servant 
ano  my    last  pay  was  $36,000  a  year.   Take  the  profit  out  of  health 
care  anc  run  the  system  as  a  regulated   public  utility. 

5.  i'he  existing  '  nonsyatem  for  health  care  has  resulted  in  immense 
anc  costly  duplication  of  hospitals  ano  million-dollar  ciagnostic 
equipment  in  wealthy  areas  while  poor  areas  are  under-provided. 
The  revised  health  care  system  needs  to  plan  and  control  the 
distribution  of  health  facilities,  so  all  citizens  get  fair  coverage. 

6.  The  Clinton  program  focuses  on  ooctor  services  ana  neglects  the 
vital  aspect  of  wellness  ecucation  ano  preventive  health  care .  ikmong 
these  aspect  are  tc.ose  of  proper  nutrition,  exercise,  sex  education , and 
avoidance  of  hard  drugs,  smoking,  and  alcohol.  Counselling  of  chiloren 
to  mi tiga tecepression  ana  care  of  adults  who  cost  the  society  many 
billions  a  year  because  of  mental  illness  are  needed,  moreover, 

stiff  taxes  on  tobacco  products  and  alcbholic  drinks  would  help 
reouce  the  multi-billion-dollar  illnessea  that  stem  from  their  use. 

7.  The  Clirjton  s.oministration  ia  attempting  to  reouce  the  bucget  deficit 
by  trar.sf erring  Medicare  patients,  Lledicaid,  and  other  federal  health 
care  progr;j.is  including  yEHUPto  the  States.  FEJiBP  tnd  health  care  for 
military  personnel  are  earned  rifthts  anc  a  form  of  deferred  compensation . 
If  the  Government  is  goirj;?;  to  shift  such  beneficiaries  to  new  programs 
there  shoulo  be  an  iron-clad  statutory  guarantee  in  the  new  health  law 
that  6ffe  rights  of  these  people  are  to  be  fully~preserved .  Indeed,  the 
Congress  would  do  the  people  of  the  country  a  service  by  expanding  the 
i^BKP  program  to  cover  the  entire  population . 

a.  i'he  existing  health  system  is  biased  against  the  poor  ano  the  minoit— 
ties,  it  spends  perhaps  20  %   on  paperwork  because  the  system  is  dis- 
organized and  ia  wasting  around  $70  billion  a  year  on  fraud  while 
delivering  unaysteiaatic  care  to  the  people.   The  Clinton  plan  does 
not  squarely  aadress  these  deficiencea. 

End.:  earlier  "Observations" 
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Z,  Kllmlnate    the   idea  of  having   inaurance   companies  collect  the 
health  premiums.      Today   they  waste  15-40  %  of   the  money   they 
handle   on  .overhead'      ^ctivltlM.  IRs  can  collect   the  necessary 
raoney   by  an   add-on   to   HI   or   riCA  at  a  cost   of   less    than   t  %. 

3.  Income   levels   yary  greatly  between  States   and   areas  within  States. 
It  makes  no   sense   to   segregate   the  poor  areas   or  States   and 
ejcpect   them   to   flriance   their  own  health  system  while    the   rich 
areas   or  States  go   their  separate  ways,     -^ere  snould   be   netlonol 
exiualizatlon    of  funds   from  one   national    health  Bcc"(7untln  the 
Interest  of  social  justice   and   effective   health  care   for  all. 

4.  ailnlnate    the   waste   of   essentially  public    resources   for  huge 
salaries    running    =500,000   or   even   |1, 000, 000   or  more   for 
health  administration   in   Insurance  companies,   hospitals, 

and    other     organizations.     Career  Federal  executives  handle  major 
reaponslbllites   for  a  fraction   of  those   sums.      Highly    qualified 
doctors   deserve   good   pay,    but    it   should   be    remembered    that  most 
of    them  were    trained  at   public   expense.     Why   should   any   health 
administrator,   attorney,   actuary,  etc.,    in   health  get  higher  pay 
than    the  U.   S.  Presldent--or  even  a  Congressman? 

5.  Restructure    the   health  delivery  system     to   eliminate  duplicate 
hospitals,    highly  costly  diagnostic  equipment,   doctor's   offices 
in    some  areas   while  such  necessary  facilities   are  not  provided 
in    rural   and    urban    ghetto   areas.     The   costs    of  duplicate,    empty 
hospital  beds   and    idle   equipment  constitute   an   unnecessary  waste 
ii,    the   existing  "competitive"   nonsystem.     Create    regional   centers 
affiliated   with  first  rate  Ileolcal  Schools      to  hancle   the   bulk  of 
coiaplex  surgical  procedures    ^heart,   lung,   arterial  or  vein  blockage, 
kidney,   etc.)   with   transport   systems   to  get  patients    there   quickly 
In    emergencies,  f 

6.  Ref ocus   health  care   system   to   emphasize   wel^pess   care    from  pregnancy 
to    old   age.  Do   this  by  giving   the  Federal  Publtc  Hc&lth  Service 

a    statutory  charter  and    the   resources     to  work  with  every  State   Id 
mounting  effective    health   ecuctlon   and    Illness   prevention 
programs   starting  with   the   schools   and    related    connunltles. 
The   wellness   education     should   encompass   proper  diet,   exercise, 
and    avoidance    of   saoklng,    use   of  alcohol,    drugs,   and   dangerous 
behavior.     Preventive  medical  care   should   also  be  a  part, 
including   especially  pregnancy  and   venereal   disease   prevention. 
Timely   good    health    measures    can   save   •    a  great  deal   of    future 
expense   for  physicians  and   hospitals. 

7.  Tncorporate    in   the    health   system     effective    fraud   prevention  and 
punishment   measures   coupled   with  simplification      of   the   patients  ' 
access   to   the  medical   system  so  billings   for  care  are    eliminated   to 
the   extert  feasible.     When  my  family  was   careo   for  by  Group  Health 
Inc.       in  Washington  D.   C.   we    rarely  got   a  bill— but    they  did    keep 
necessary  medical   records   on   us.     The  socalled   fiscal   intemedlarles 
In    the  Medicare      system  are   a  costly  fifth  wheel  which   proliferates 
paper  and  allows   fraud.     The   Clinton  plan  will  be  more   complex. 

S.   Only  asms  11  .proportion  of  seriously  incapacitated   elderly  who  need 
around-the-clock  nursing  home   care     have    the  means   to  pay  for   it. 
Medicaid     fiances  most  of  such  care.     Health  reform  must  do  bo*  too. 

9.  Vhen  Medicare   was   enacted   In  1965  many  of  «a   envisioned    It  as   the    . 
foundation   oi'  a  universal   national  systemi     Instead  of  enacting  a 
very   complex  new  system,    the  President  and    ths  Congress  should 
improve  Medicare  atd  build   on   it   to  provide   universal  ca:re. 

o 


